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Patient Sinks While Doctors Deliberate 


REPORT ON MOSCOW CONFERENCE 


By GEORGE C. MARSHALL, United States Secretary of State 
Delivered over Radio from Washington, D. C., April 28, 1947 


ONIGHT I hope to make clearly understandable the 

fundamental nature of the issues discussed at the Mos- 

cow Conference of Foreign Ministers. ‘This confer- 
ence dealt with the very heart of the peace for which we 
are struggling. It dealt with the vital center of Europe— 
Germany and Austria—an area of large and skilled popu- 
lation, of great resources and industrial plants, an area 
which has twice in recent times brought the world to the 
brink of disaster. 

In the Moscow negotiations all the disagreements which 
were so evident during the conferences regarding the Italian 
and Balkan treaties came into sharp focus and remained, in 
effect, unsolved. 

Problems which bear directly on the future of our civil- 
ization cannot be disposed of by general talk or vague formu- 
lae—by what Lincoln called “pernicious abstractions.” 

They require concrete solutions for definite and extremely 
complicated questions—questions which have to do with 
boundaries, with power to prevent military aggression, with 
people who have bitter memories, with the production and 
control of things which are essential to the lives of millions 
of people. 

You have been kept well informed by the press and radio 
of the daily activities of the council, and much of what I 
have to say may seem repetitious. But the extremely com- 
plicated nature of the three major issues we considered makes 
it appear desirable for me to report in some detail the prob- 
lems as | saw them in my meetings at the conference table. 

There was a reasonable possibility, we had hoped a proba- 
bility, of completing in Moscow a peace treaty for Austria 
and a four-power pact to bind together our four govern- 
ments to guarantee the demilitarization of Germany. As 
for the German peace treaty and related but more current 


German problems, we had hoped to reach agreement on a 
directive for the guidance of our deputies in their work 
preparatory to the next conference. 

In a statement such as this it is not practicable to discuss 
the numerous issues which continued in disagreement at the 
conference. It will suffice, I think, to call attention to the 
fundamental problems whose solution would probably lead 
to the quick adjustment of many other differences. 


CoaL 


It is important to the understanding of the conference 
that the complex character of the problems should be under- 
stood, together with their immediate effect on the people of 
Europe in the coming months. To cite a single example, 
more coal is most urgently needed throughout Europe for 
factories, for utilities, for railroads, and for the people in 
their homes. More coal for Allied countries cannot be 
mined and delivered until the damaged mines, mine machin- 
ery, railroad communications and like facilities are rehabili- 
tated. This rehabilitation, however, depends on more steel, 
and more steel depends in turn on more coal for steel mak- 
ing. Therefore, and this is the point to be kept in mind, 
while the necessary rehabilitation is in progress, less coal 
would be available in the immediate future for the neighbor- 
ing Allied states. 

But less coal means less employment for labor and a con- 
sequent delay in the production of goods for export to bring 
money for the purchase of food and necessities. Therefore, 
the delay necessary to permit rehabilitation of the mines so 
vitally affects France that the settlement of this matter has 
become for her a critical issue. All neighboring states and 
Great Britain and the Soviet Union are directly affected in 
various ways since coal is required for German production 
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of goods for export sufficient to enable her to buy the neces- 
sary imports of foods, et cetera, for much of which the 
United States is now providing the funds. 

Moreover, in the background of this coal issue which is 
directly related to steel production, is the important consid- 
eration of the build-up of heavy industry in Germany, which 
could later again become a threat to the peace of the world. 
I cite this single example to illustrate the complications 
which are involved in these negotiations. 


(GERMANY 


The Allied control council in Berlin presented a detailed 
report of the many problems concerned with the political, 
military, economic and financial situation under the present 
military government of Germany. In connection with these 
matters, the ministers considered the form and scope of the 
provisional political organization for Germany, and the pro- 
cedure to be followed in the preparation of the German 
peace treaty. 

The German negotiations involved not only the security 
of Europe and the world, but the prosperity of all of Eu- 
rope. While our mission was to consider the terms of a 
treaty to operate over a long term of years, we were faced 
with immediate issues which vitally concerned the impov- 
erished and suffering people of Europe who are crying for 
help, for coal, for food and for most of the necessities of 
life, and the majority of whom are bitterly disposed toward 
the Germany that brought about this disastrous situation. 
The issues also vitally concern the people of Britain and the 
United States who cannot continue to pour out hundreds of 
millions of dollars for Germany because current measures 
were not being taken to terminate expeditiously the neces- 
sity for such appropriations. 

The critical and fundamental German problems to which 
I shall confine myself are: (a) the limits to the powers of 
the central government; (b) the character of the economic 
system and its relation to all of Europe; (c) the character 
and extent of reparations; (d) the boundaries for the 
German state; and (e) the manner in which all Allied 
states at war with Germany are represented in the drafting 
and confirmation of the treaty. 

All the members of the council of foreign ministers are 
in apparent agreement as to the establishment of a German 
state on a self-supporting, democratic basis, with limitations 
imposed to prevent the re-establishment of military power. 


CENTRAL GOVERNMENT 


This issue of the degree of centralization of the further 
German state is of greatest importance. Excessive concen- 
tration of power is peculiarly dangerous in a country like 
Germany which has no strong traditions regarding the rights 
of the individual and the righfs of the community to control 
the exercise of governmental power. The Soviet Union 
appears to favor a strong central government. The United 
States and United Kingdom are opposed to such a govern- 
ment, because they think it could too readily be converted 
to the domination of a regime similar to the Nazis. They 
favor a central government of carefully limited powers, all 
other powers being reserved to the states, or laender as they 
are called in Germany. The French are willing to agree 
only to very limited responsibilities for the central govern- 
ment. ‘They fear a repetition of the seizure of power over 
the whole of Germany carried out by the Hitler regime in 
1933. 

Under ordinary circumstances there are always strong 
and differing points of view regarding the character of a 
governmental reorganization. In this case there are great 
and justifiable fears regarding the resurrection of German 





military power and concern over expressed or concealed de- 
sires for quite other reasons. 


GERMAN EcoNoMy 


Regarding the character of the German economic system 
and its relation to all of Europe, the disagreements are even 
more serious and difficult of adjustment. German economy 
at the present time is crippled by the fact that there is no 
unity of action, and the rehabilitation of Germany to the 
point where she is self-supporting demands immediate deci- 
sion. 

There is a declared agreement in the desire for economic 
unity in Germany, but when it comes to the actual terms to 
regulate such unity there are wide and critical differences. 
One of the most serious difficulties encountered in the effort 
to secure economic unity has been the fact that the Soviet- 
occupied zone has operated practically without regard to the 
other zones and has made few if any reports of what has 
been occurring in that zone. There has been little or no 
disposition to proceed on a basis of reciprocity and there has 
been a refusal to disclose the availability of foodstuffs, and 
the degree or character of reparations taken out of this zone. 


This unwillingness of the Soviet authorities to co-operate 
in establishing a balanced economy for Germany as agreed 
upon at Potsdam has been the most serious check on the 
development of a self-supporting Germany, and a Germany 
capable of providing coal and other necessities for the neigh- 
boring states who have always been dependent on Germany 
for these items. After long and futile efforts to secure a 
working accord in this matter, the British and American 
zones were combined for the improvement of the economic 
situation, meaning the free movement of excess supplies or 
produce available in one zone to another where there is a 
shortage. Our continuing invitation to the French and 
Soviets to join in the arrangement still exists. This merger 
is bitterly attacked by the Soviet authorities as a breach of 
the Potsdam agreement and as a first step toward the dis- 
memberment of Germany, ignoring the plain fact that their 
refusal to carry out that agreement was the sole cause of 
the merger. It is difficult to regard their attacks as anything 
but propaganda designed to divert attention from the Soviet 
failure to implement the economic unity agreed upon at 
Potsdam. Certainly some progress toward economic unity 
in Germany is better than none. 


The character of the control over the Ruhr industrial 
center, the greatest concentration of coal and heavy indus- 
tries in Europe, continues a matter of debate. It cannot be 
decided merely for the purpose of reaching an agreement. 
Vitally important considerations and future consequences are 
involved. 


REPARATIONS 


The question of reparations is of critical importance as it 
affects almost every other question under discussion. This 
issue naturally makes a tremendous appeal to the people of 
the allied states who suffered the terrors of German military 
occupation and the destruction of their cities and villages. 


The results of the Versailles treaty of 1919 regarding 
payment of reparations on a basis of dollars, and the diffi- 
culties encountered by the Reparations Commission appoint- 
ed after Yalta in agreeing upon the dollar evaluation of 
reparations in kind convinced President Truman and his ad- 
visers considering the question at Potsdam that some other 
basis for determining reparations should be adopted if end- 
less friction and bitterness were to be avoided in future 
years. They succeeded in getting agreement to the principle 
of reparations to be rendered out of capital assets—that is, 
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the transfer of German plants, machinery, et cetera, to the 
allied powers concerned. 

It developed at the Moscow conference that the Soviet 
officials flatly disagreed with President Truman’s and Mr. 
Byrnes’s understanding of the written terms of this agree- 
ment. The British have much the same view of this mat- 
ter as the United States. 

We believe that no reparations from current production 
were contemplated by the Potsdam agreement. The Soviets 
strongly oppose this view. They hold that the previous 
discussions and agreements at Yalta authorize the taking of 
billions of dollars in reparations out of current production. 
This would mean that a substantial portion of the daily pro- 
duction of German factories would be levied on for repara- 
tions payments, which in turn would mean that the recovery 
of Germany sufficiently to be self-supporting would be long 
delayed. It would also mean that the plan and the hope of 
our government, that Germany’s economic recovery by the 
end of three years would permit the termination of Ameri- 
can appropriations for the support of the German inhabi- 
tants of our zone, could not be realized. 

The issue is one of great complications, for which agree- 
ment must be found in order to administer Germany as an 
economic whole as the four powers claim that they wish 
to do. 

There is, however, general agreement among the Allies 
that the matter of the factories and equipment to be removed 
from Germany as reparations should be re-examined. They 
recognize the fact that a too drastic reduction in Germany’s 
industrial set-up will not only make it difficult for Germany 
to become self-supporting, but will retard the economic re- 
covery of Europe. The United States has indicated that it 
would be willing to study the possibility of a limited amount 
of reparations from current production to compensate for 
plants, previously scheduled to be removed as reparations 
to various allied countries, which it now appears should be 
left in Germany; it being understood that deliveries from 
current production are not to increase the financial burden 
of the occupying powers or to retard the repayment to them 
of the advances they have made to keep the German economy 
from collapsing. ‘The Soviet government has made no re- 
sponse to this suggestion. 


BouNDARIES 


The issue regarding boundaries to be established for Ger- 
many presents a serious disagreement and another example 
of complete disagreement as to the meaning of the pro- 
nouncement on this subject by the heads of the three powers. 
In the rapid advance of the Soviet armies in the final phase 
of the war, millions of Germans in eastern Germany fled 
to the Oder River. The Soviet armies, prior to Potsdam, 
had placed Poles in charge of this area largely evacuated 
by the German population. That was the situation that 
confronted President Truman at Potsdam. Under the ex- 
isting circumstances, the President accepted the situation 
for the time being with the agreed three-power statement, 
“the heads of government reaffirm their opinion that the 
final delimitation of the western frontier of Poland should 
await the peace settlement.” 

The Soviet foreign minister now states that a final agree- 
ment on the frontier between Germany and Poland was 
reached at Potsdam and the expression I have just quoted 
merely referred to the formal confirmation of the already 
agreed upon frontier at the peace settlement, thus leaving 
only technical delimitation to be considered. 

The United States Government recognized the commit- 
ment made at Yalta to give fair compensation to Poland in 
the west for the territory east of the Curzon line incorpo- 


rated into the Soviet Union. But the perpetuation of the 
present temporary line between Germany and Poland would 
deprive Germany of territory which before the war provided 
more than a fifth of the foodstuffs on which the German 
population depended. It is clear that in any event Germany 
will be obliged to support, within much restricted boun- 
daries, not only her pre-war population but a considerable 
number of Germans from Eastern Europe. Te a certain 
extent this situation is unavoidable, but we must not agree 
to its aggravation. We do not want Poland to be left with 
less resources than she had before the war. She is entitled 
to more, but it will not help Poland to give her frontiers 
which will probably create difficulties for her in the future. 
Wherever the frontiers are drawn, they should not consti- 
tute barriers to trade and commerce upon which the well- 
being of Europe is dependent. We must look toward a 
future where a democratic Poland and a democratic Ger- 
many will be good neighbors. 


PEAcE TREATY PROCEDURE 


There is disagreement regarding the manner in which 
the Allied powers at war with Germany are to participate 
in the drafting and confirmation of the German peace treaty. 
There are fifty-one states involved. Of these, in addition 
to the four principal Allied powers, eighteen were directly 
engaged in the fighting, some, of course, to a much greater 
extent than others. It is the position of the United States 
that all Allied states at war with Germany should be given 
an opportunity to participate to some degree in the drafting 
and in the making of the peace treaty, but we recognize that 
there would be very practical difficulties if not impossibili- 
ties in attempting to draft a treaty with fifty-one nations 
participating equally at all stages. Therefore, the United 
States Government has endeavored to secure agreement on a 
method which involves two different procedures, depending 
on whether or not the states concerned actually participated 
in the fighting. But all would have an opportunity to pre- 
sent their views and rebut other views, and all would sit 
in the peace conference to adopt a treaty. 

It is dificult to get the agreement of the countries that 
have suffered the horrors of German occupation and were 
involved in heavy losses in hard fighting to accept participa- 
tion in the determination of the treaty terms by countries 
who suffered no losses in men or material and were remote 
from the fighting. The United States, however, regards it 
as imperative that all the states who were at war with Ger- 
many should have some voice in the settlement imposed on 
Germany. 


Four-Power Pact 


The proposal for the four-power pact was advanced by 
the United States Government a year ago. It was our 
hope that the prompt acceptance of this simple pact, insuring 
in advance of the detailed German peace settlement that the 
United States would actively co-operate to prevent the 
rearmament of Germany, would eliminate fears as to the 
future and would facilitate the making of a peace suitable 
to Europe’s present and future needs. It was our hope that 
such a commitment by the United States would relieve the 
fear of the other European powers that the United States 
would repeat its actions following the first world war, in- 
sisting on various terms for the peace settlement and then 
withdrawing from a position of any responsibility for their 
enforcement. It was thought that the compact of the four 
powers to guarantee the continued demilitarization of Ger- 
many would reassure the world that we were in complete 
accord in our intention to secure the peace of Europe. 

However, the Soviet government met our proposition 
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with a series of amendments which would have completely 
changed the character of the pact, making it in effect a 
complicated peace treaty, and including in the amendments 
most of the points regarding the German problem concern- 
ing which there was, as I have pointed out, serious disagree- 
ment. I was forced to the conclusion by this procedure that 
the Soviet government either did not desire such a pact or 
was following a course calculated to delay any immediate 
prospect of its adoption. Whether or not an agreement can 
finally be reached remains to be seen, but the United States, 
I think, should adhere to its present position and insist that 
the pact be kept simple and confined to its one basic purpose 
—to keep Germany incapable of waging war. 


AUSTRIAN TREATY 


The negotiations regarding the Austrian treaty resulted 
in agreement on all but a few points, but these were basic 
and of fundamental importance. The Soviet Union favors 
and the other governments oppose the payment of repara- 
tions and the cession of Carinthia to Yugoslavia. 

But the Soviet government attached much more importance 
to its demand that the German assets in Austria which are 
to be hers by the terms of the Potsdam agreement should 
include those assets which the other three powers consider to 
have been taken from Austria and the citizens of the United 
Nations by force or duress by Hitler and his Nazi govern- 
ment following the taking over of Austria by military 
force in March, 1938. The Soviet government refused to 
consider the word duress, which in the opinion of the other 
three powers would be the critical basis for determining 
what property, that is, business, factories, land, forests, et 
cetera, was truly German property and not the result of 
seizures by terroristic procedure, intimidation, fake business 
acquisition, and so forth. ‘The Soviet Union also refused to 
consider any process of mediation to settle the disputes that 
are bound to arise in such circumstances, nor would they 
clearly agree to have such property as they receive as Ger- 
man assets subject to Austrian law in the same manner as 
other foreign investments are subject to Austrian law. 

The acceptance of the Soviet position would mean that 
such a large portion of Austrian economy would be removed 
from her legal control that Austrian chances of surviving 
as an independent self-supporting state would be dubious. 
She would in effect be but a puppet state. 

All efforts to find a compromise solution were unavail- 
ing. ‘The United States, in my opinion, could not commit 
itself to a treaty which involved such manifest injustices 
and, what is equally important, would create an Austria so 
weak and helpless as to be the source of great danger in the 
future. In the final session of the conference it was agreed 
to appoint a commission to meet in Vienna May 12 to re- 
consider our disagreements and to have a committee of ex- 
perts examine into the question of the German assets in 
Austria. Certainly prompt action on the Austrian treaty 
is necessary to fulfill our commitment to recognize Austria 
as a free and independent state and to relieve her from the 
burdens of occupation. 


SUMMARY 


Complicated as these issues are there runs through them 
a pattern as to the character and control of central Europe 
to be established. The Foreign Ministers agreed that their 
task was to lay the foundations of a central government for 
Germany, to bring about the economic unity of Germany 
essential for its own existence, as well as for European 
recovery, to establish workable boundaries and to set up a 
guaranteed control through a four-power treaty. Austria 
was to be promptly relieved of occupation burdens and 
treated as a liberated and independent country. 


Agreement was made impossible at Moscow because, in 
our view, the Soviet Union insisted upon proposals which 
would have established in Germany a centralized govern- 
ment, adapted to the seizure of absolute control of a country 
which would be doomed economically through inadequate 
area and excessive population, and would be mortgaged to 
turn over a large part of its production as reparations, prin- 
cipally to the Soviet Union. In another form the same 
mortgage upon Austria was claimed by the Soviet delegation. 

Such a plan, in the opinion of the United States delega- 
tion, not only involved indefinite American subsidy, but 
could result only in a deteriorating economic life in Ger- 
many and Europe and the inevitable emergence of dictator- 
ship and strife. 

Freedom of information for which our government stands 
inevitably involves appeals to public opinion. But at Mos- 
cow propaganda appeals to passion and prejudice appeared 
to take the place of appeals to reason and understanding. 
Charges were made by the Soviet delegation and interpreta- 
tion given the Potsdam and other agreements, which varied 
completely from the facts as understood or as factually 
known by the American delegation. 

There was naturally much uncertainty regarding the real 
intention or motives of the various proposals submitted or 
of the objections taken to the proposals. This is inevitable 
in any international negotiation. 

However, despite the disagreements referred to and the 
difficulties encountered, possibly greater progress towards 
final settlement was made than is realized. 

The critical differences were for the first time brought 
into the light and now stand clearly defined so that future 
negotiations can start with a knowledge of exactly what the 
issues are that must be settled. The deputies now under- 
stand the precise views of each government on the various 
issues discussed. With that they can possibly resolve some 
differences and surely can further clarify the problems by 
a studied presentation of the state of agreement and dis- 
agreement. ‘That is the best that can be hoped for in the 
next few months. It marks some progress, however pain- 
fully slow. These issues are matters of vast importance 
to the lives of the people of Europe and to the future course 
of world history. We must not compromise on great prin- 
ciples in order to achieve agreement for agreement’s sake. 
Also, we must sincerely try to understand the point of view 
of those with whom we differ. 

In this connection, I think it proper to refer to a portion 
of a statement made to me by Generalissimo Stalin. He said 
with reference to the conference, that these were only the 
first skirmishes and brushes of reconnaissance forces on this 
question. Differences had occurred in the past on other 
questions, and as a rule, after people had exhausted them- 
selves in dispute they then recognized the necessity of com- 
promise. It was possible that no great success would be 
achieved at this session, but he thought that compromises 
were possible on all the main questions, including demili- 
tarization, political structure of Germany, reparations and 
economic unity. It was necessary to have patience and not 
become pessimistic. 

I sincerely hope that the Generalissimo is correct in the 
view he expressed and that it implies a greater spirit of co- 
operation by the Soviet delegation in future conferences. 
But we cannot ignore the factor of time involved here. The 
recovery of Europe has been far slower than had been ex- 
pected. Disintegrating forces are becoming evident. The 
patient is sinking while the doctors deliberate. So I believe 
that action cannot await compromise through exhaustion. 
New issues arise daily. Whatever action is possible to meet 
these pressing problems must be taken without delay. 
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Finally, I should comment on one aspect of the matter which 
is of transcendent importance to all our people. While I did 
not have the benefit, as did Mr. Byrnes, of the presence of the 
two leading members of the Senate Foreign Relations Com- 
mittee, I did have the invaluable assistance of Mr. Dulles, 
a distinguished representative of the Republican party as 
well as a recognized specialist in foreign relations and in the 
processes of international negotiations and treaty-making. 
As a matter of fact, the bi-partisan character of the Ameri- 
can attitude in the present conduct of foreign affairs was 
clearly indicated by the strong and successful leadership 


displayed in the Senate during the period of this conference 
by Senators Vandenberg and Connally in the debate over 
a development of our foreign policy of momentous impor- 
tance to the American people. The fact that there was such 
evident unity of purpose in Washington was of incalculable 
assistance to me in Moscow. 

The state of the world today and the position of the 
United States make mandatory, in my opinion, a unity of 
action on the part of the American people. It is for that 
reason that I have gone into such lengthy detail in report- 
ing my views on the conference. 


Capitalism on Trial 


RESPONSIBILITIES REST ON BUSINESS, LABOR, FARMER AND GOVERNMENT 


By HARRY S. TRUMAN, President of the United States 
Delivered at the Associated Press luncheon, New York, N. Y., April 21, 1947 


pled with service. The American press—a free press— 

must never forget its obligation to the American people. 
Its treatment of the recent war and its discussion of our 
present foreign policy are examples of the finest effort of a 
free, responsible press. Without abandoning constructive 
criticism, the press, with rare exceptions, has carried the facts 
fully and fairly to the American people, so that they could 
be the judge. 

We are now at a stage in our national economic life when 
the American press can render similar service. 

The manner in which the American press makes clear to 
our citizens the problems that we face in maintaining our 
prosperity—and the reasons why it is essential to advance 
that prosperity—can help determine the future welfare of 
every family in the United States. 

We all want continued and ever-increasing prosperity. 
It is a simple, normal, human desire to want to improve the 
standards of living for all our people. The desire for better 
living conditions is not the only reason, however, why con- 
tinued prosperity in this country is essential. 

We know that the freedom and integrity of the United 
States are safe only in a world of free peoples living at peace 
with their neighbors and engaging in free and friendly com- 
merce. Hence, it is our policy to aid the free peoples of the 
world in their efforts to maintain their freedom. 

Many of these peoples are confronted with the choice be- 
tween totalitarianism and democracy. This decision has been 
forced upon them by the devastation of war, which has so 
impoverished them that they are easy targets for external 
pressures and alien ideologies. 

By providing economic assistance, by aiding in the tasks 
of reconstruction and rehabilitation, we can enable these 
countries to withstand the forces which so directly threaten 
their way of life and, ultimately, our own well-being. But 
we can provide the necessary assistance only if we ourselves 
remain prosperous. 

And only if we maintain and increase our prosperity can 
we expect other countries to recognize the full merits of a 
free economy. We know that our system of private com- 
petitive enterprise has produced the highest standard of liv- 
ing the world has ever seen. By steadily raising this stand- 
ard, we can demonstrate to all other nations the vitality and 
superiority of a free economy. Our system of private enter- 
prise is now being tested before the world. If we can prove 
that it is more productive and more stable, more generous 
and more just than any other economic system, we shall have 
won the test. 


| \REEDOM, in the American tradition, is always cou- 





But if we ignore the needs and shirk the responsibilities 
of our economy, we shall lose both our power to help others 
and our capacity to inspire others. Economic trouble in the 
United States would provide agitators with the opportunity 
they seek. 

It is necessary that we develop a new realization of the size 
and strength of our economy. Our tremendous production 
during the war astounded the world. It was a phenomenon 
which no one thought could endure after hostilities ceased. 

We are beginning to sense the fact, however, that our 
peace-time economy cannot only equal our war-time econ- 
omy, but can surpass it. 

The progress we have made is demonstrated by comparing 
the present time with the year 1929, which was the year of 
highest economic activity before the war. 

The physical volume of industrial production is now 71 
per cent greater than it was in 1929. This is actual physical 
volume. It is not dollar value. 

The physical volume of agricultural production is now 32 
per cent greater. 

Civilian employment is now 10,000,000 greater. 

Our national income—including individuals and corpora- 
tions—is now running at an annual rate of $176,000,000,- 
000, contrasted with only $83,000,000,000 in 1929. 

Now, what have these great gains since 1929 meant to 
all of us? 


AVERAGE INCOME 


In 1929 the average income of individuals in this country 
was $654, after taxes. Today it is $1,090, after taxes. Ex- 
pressed in dollars of equal purchasing power, the increase 
has been from $825 in 1929 to $1,090 today. This means, 
on the average, for every man, woman and child in the coun- 
try an increase of 32 per cent in the power to buy goods 
and services with current income. This is the measure of the 
rise in our standard of living in less than one generation. 

This is not a record of war production. It is an unparal- 
leled record for peace-time goods and services, devoted to the 
needs and enjoyments of the American people. 

But I must say in all fra~kness that the economic skies 
are not entirely clear. One cloud is shadowing our economic 
future. 

That cloud is caused by the sharp and rapid rise in prices. 

Some say this cloud is certain to burst. They are sure of 
a recession or a depression. I do not share their belief that 
either of these is inevitable. 

I believe that we, as a nation, can prevent this economic 
cloudburst. But it requires prompt, preventive steps. 
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Price increases have been felt by every American family. 
No one needs to tell them how much the cost of living has 
increased ! 

Housefurnishings, for example, have gone up 23 per cent 
above the 1945 average. 

Clothing has gone up 24 per cent. 

Food has risen 31 per cent. 

Only rent, because it is under rent control, has remained 
practically stable. 

Even more dangerous than the rise in retail prices is the 
sharp rise in wholesale prices since 1945. Here are examples: 

Textiles—Up 39 per cent. 

Farm products—Up 40 per cent. 

Building materials——Up 51 per cent. 

Food—Up 53 per cent. 

Excessive wholesale prices are translated inevitably into 
higher retail prices. With higher and higher retail prices, 
families can buy less and less. Thus, excessive wholesale 
prices are hitting at the foundation of our prosperity, for 
we can be prosperous only when business activity is at its 
maximum. 

There are some who say that prices are not too high, so 
long as buying stays at high levels. 

From the human standpoint, I reject this argument. 

It provides no answer to those living on fixed incomes, 
such as teachers, civil servants and widows. 

It provides no answer to those veterans who must pay 
substantially more for houses than they are able to afford. 

It provides no answer to many millions of American fami- 
lies in every city, town and rural area. Because of high 
prices, too many of these families are spending their meager 
savings and cashing their war bonds. They are postponing 
necessary medical care. They have gone into debt in an 
amount 50 per cent greater than a year ago. ‘They are 
doing this, not through choice, but in order to make both 
ends meet. And most of these many millions have no one, 
except their government, to speak for them. 


EcoNoMic FALLACY 


In addition to this human aspect, it is a dangerous eco- 
nomic fallacy to say that prices are not too high, simply be- 
cause people are still buying. A bridge designed to carry ten 
tons is not safe with fifteen tons on it even though it has 
not yet begun to cave in. The excess weight must be taken 
off the bridge in time. When it begins to crack, it is too 
late. 

There is one sure formula for bringing on a recession or 
a depression. That is to maintain excessively high prices. 
Buying stops; production stops; unemployment sets in; prices 
collapse; profits vanish; businessmen fail. 

That formula was tried after the first world war. And 
we paid for it. Between 1920 and 1921 annual national 
income fell by $18,000,000,000. Industrial production 
dropped 23 per cent. Unemployment increased by more 
than 4,000,000. Business failures more than doubled. Farm 
losses were appalling. 

We must not choose that formula again. 

If we are to avoid a recession we must act before it starts. 

Prices must be brought down. 

I speak first to those businessmen who have it within their 
power to reduce their prices. 

Price reductions will bring more prosperity and profits in 
the long run. Lower prices will sustain and further increase 
the present high volume of sales and stimulate greater pro- 
duction. This nation will grow only through increased pro- 
ductivity and more and more production. Higher prices for 
the same amount of goods will lead only to an artificially 
inflated economy, not a sound economy. 








ProrFits BREAKING RECORDS 


Present business conditions permit—in fact, they require— 
lower prices in many important fields. 

Profits in the aggregate are breaking all records, although 
profit margins vary greatly in individual cases. In 1946 
corporate profits, after taxes, were 33 per cent higher than 
in 1945. In the first quarter of 1947 they ran even higher. 
These figures are total figures and do not, of course, apply 
to every industry or every business. 

I do not have to name the particular industries or the par- 
ticular businesses. The men who run them know exactly 
which are included and which are not. 

Our private enterprise system now has the responsibility 
for prices. During the war the government shared that re- 
sponsibility through the mechanism of price control. In the 
spring of 1946 I strongly recommended the continuation of 
price control se that we could attain an orderly withdrawal 
from control of prices as supply approached demand. A 
group saw fit to sabotage price control and represented to 
the public that prices would come down in a free market. 

This has not taken place. On the contrary, prices rose 
sharply after controls were taken off, and they have contin- 
ued to rise. Private enterprise must display the leadership 
to make our free economy work by arresting this trend. 
Some price reductions have already shown that this leader- 
ship does exist. I commend what has been accomplished. 
I ask other business leaders to step forward in the same 
direction. 


Lasor RESPONSIBILITIES 


In the present economic situation, labor also has a re- 
sponsibility. 

I said, in January of this year, the excessive wage de- 
mands would threaten another inflationary wage-price spiral. 
I also said that some moderate wage increases were justified 
by economic or equitable considerations. 

Since then, this counsel of moderation has generally been 
followed by wage earners and their leaders. 

Some moderate wage adjustments have already been made 
this year—peacefully. Some others may be expected. Price 
adjustments and wage adjustments have been the traditional 
method of sustaining mass buying power and sharing the 
benefits of our increasing wealth. In our immensely pro- 
ductive economy, fair prices and good wages are the earmarks 
of American prosperity. 

To wage earners and their leaders I repeat my counsel of 
moderation. 

But it does not require much foresight to see that, if the 
cost of living does not come down, the size of wage demands 
might be magnified. Peaceful management-labor relations 
would be jeopardized. Bitterness and strife would become 
harder to avert. 

This is another reason—and a most compelling one—for 
bringing prices and the cost of living down. This will help 
wage negotiations to proceed toward peaceful adjustments 
beneficial to all. Another important contribution in bringing 
about lower prices is increased productivity on the part of 
labor. Higher productivity results in greater production, 
which in turn leads to lower prices to the public. 

After war and postwar inflation it is difficult to find solu- 
tions fair to the consumer, fair to the worker and fair to 
business. Employers and workers must both give to this 
task all their energies, good will and understanding of their 
country’s best interests. 

In considering the high cost of living we must also exam- 
ine prevailing food prices. The phenomenal world demand 
for farm products is maintaining farm prices at present 
levels. The unprecedented purchasing power of our own 
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people and the needs of war-devastated countries abroad 
have combined to force farm products upward. The gov- 
ernment policy of supporting farm prices at 90 per cent of 
parity is not the cause. Of the major food commodities 
potatoes are the only crop currently being given government 
support. The support price of wheat, for example, is $1.82 
a bushel, while wheat is currently selling at about $2.50 a 
bushel. The support price of hogs is $14.94 per hundred 
pounds. The recent price has been around $25. 


Tax Po.icy 


Let me repeat: The government policy of supporting 
farm prices is not the cause of the prevailing high food 
prices. 

Without the support program, farmers, mindful of the 
disastrous farm collapse shortly after World War I, would 
not have planted their tremendous recent crops. The con- 
sequence would have been smaller acreage, greater excess of 
demand over supply and prices much higher than they are 
now. Because of the support program the consumer is better 
off, and the world food situation is more manageable. 


With this sound bulwark against a repetition of the agri- 
cultural depression which started in 1920, farmers should 
continue their efforts to bring about maximum production. 


I have been speaking about the role of businessmen, work- 
ers and farmers in maintaining our present prosperity. The 
government also has responsibilities. It is an axiom of good 
economics and good business that, in times of great inflation- 
ary pressures, taxes should not be reduced. Any surplus 
which the Treasury can secure should be applied to reduction 
of the Federal debt. Reduction of the debt reduces the an- 
nual interest obligation of the government and also tends to 
check inflationary forces. When we are over the hump of 
inflation tax reduction will be feasible and proper. It should 
then be extended first to those who need relief most. 

Additional weapons which the government possesses in its 
fight against inflation are rent control, export controls and 
credit control. 





Rent control is vitally necessary until construction costs 
are lower and the present acute housing shortage has eased. 

Export controls must be maintained to avoid price in- 
creases arising from uncontrolled foreign purchases in this 
country. 


Crepit ConTROL 


Credit control cannot be relaxed so long as prices are so 
high that many consumers must go into debt to make both 
ends meet. Making more money available on easier credit 
terms would only enable people to go into debt at a faster 
rate. Over-extension of credit to support over-extension of 
prices is fuel on the inflationary fires. It would help no one 
in the long run. It is in the tradition of “boom and bust.” 
The government should retain and use its measures for wise 
credit control. 

The economic policies here discussed have not been de- 
vised hastily to meet a situation which has just appeared. I 
have been urging them for many months. 

The reiteration of these policies is made necessary by the 
acute situation existing today. 

The responsibility of preserving our free-enterprise sys- 
tem will continue to rest upon the joint efforts of business, 
labor, the farmers and government. 

There must be moderation on the part of business, for- 
bearance on the part of labor, all-out effort on the part of 
the farmer and wise guidance and action on the part of gov- 
ernment. 

There must be unity of effort and a willingness to co- 
operate in the achievement of our goal of a strong, stable 
economy. 

The men and women here today, and the rest of the press 
of the nation, have a great opportunity for service at this 
time. Not only must the facts be presented, but there must 
be brought home to our people the seriousness of the issue 
and the need for united effort for the good of all, rather than 
separate effort for the benefit of any group. 

I take comfort in the knowledge that the press of this 
country will accept this opportunity for service in the same 
high spirit with which it has always served this nation. 


More Production for Peace 


“LET US NOT BE DECEIVED” 


By BERNARD M. BARUCH, Financier 
Delivered at the unveiling of his portrait in the South Carolina Legislature, Columbia, 8. C., April 16, 1947 


so deeply in my heart—Home Again! Not from a for- 

eign shore, for I have lived for nearly seventy years 
amid that most generous, tolerant, kindly, patriotic people— 
in the world’s capital—New York City. 

But you are my people. This is the land of my birth, 
where my forebears, together with yours, shared hardships 
that were bitter from the earliest days down through the lost 
cause. They fought and died for their principles with a 
bravery never exceeded anywhere. 

Defeated, we accepted that defeat. Although the victors 
placed unnecessary hardships upon us, we rose from the ruins 
left by Sherman, to a wider and widening life—economically 
and spiritually. There was no friendly government to give 
a helping hand or to lend us money. The scalawags and 
carpetbaggers saw to that. But nothing could conquer the 
spirit of our people. As we did then, we can do again! 
I believe the American people will rise to the responsibilities 
and dangers which face us now. 


[: this portrait could speak, it would be saying what lies 





And this thought is true of other nations, too. England 
and the English people are not finished. A nation which 
stood magnificently the dreadful trials of war will not quail 
at what is necessary to be done in its aftermath. The vast 
opportunities offered to Britain by the elimination of the 
sweated labor of Germany and Japan will be grasped by her, 
to make the world an easier place in which to live. 

From the time man appeared from the obscurity of earlier 
aeons to become the commanding figure among living things, 
his existence depended upon his ability to adapt natural laws 
—whether they be physical or economic—to his use. That is 
still the primal problem of our world—to prevail against 
animals and insects; starvation, disease, weather—and above 
all—his own incredible folly—war. Many advances have 
been made in science, but little headway in controlling eco- 
nomic factors. There is still the threat to our system of ups 
and downs—plenty and want—boom and bust. 

Perhaps the first World War could not have been averted. 
Who is there to say that the second World War—with all 
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the danger signals shown—could not have been averted by 
adequate readiness and alertness of action, for war had indi- 
cated its coming as surely as that the day follows the night. 
Yet the world refused to face the inevitable. So, when the 
enemy struck, we were unprepared—militarily, economically 
and spiritually. We had refused to learn the lessons of the 
precéding war. We fumbled and stumbled—industrially and 
financially—without taking heed of the mistakes we had 
made. 

Someone has said that the only lesson history teaches us 
is that it teaches us no lesson. It seems to me that that is 
mostly because people do not read history. Particularly 
is it so in contemplating this second catastrophe into which 
we were thrust and the manner in which we are now han- 
dling the problems resulting from its aftermath. 

On the martial side of World War II the spirit of Amer- 
ica rose in a mighty effort. We fended for ourselves and 
provided for our friends. Nothing they needed was too 
much for us to give, for what we did for them we were 
doing for ourselves and for the common cause. 

Our war was fought on fronts 15,000 miles away from 
each other. Never in the history of mankind have there 
been such military achievements. Marshall, MacArthur, 
Eisenhower, Arnold, Patton, Stillwell, King, Halsey, Nimitz, 
Mitscher and all the young men and women in our 
armed forces added new and great glory to America. 

The civilians and workers at home did their magnificent 
share, showing that the greatest form of efficiency is the 
voluntary cooperation of a free people. You, in South Car- 
olina, took a great part, for you were always in the front 
with volunteers. 


Keep Atomic Boms 


Finally, the genius of our scientists, our engineers, our in- 
dustrialists, produced the supreme weapon of all time—the 
atomic bomb. ‘That we shall never give away, until and 
unless security for us and for the world is established. Until 
that time comes, the United States will remain the guardian 
of safety. We can be trusted with that solemn responsi- 
bility. Only two countries (really only one) have dissented 
from that declaration—Russia and its satellite Poland which 
abstained from supporting the American atomic plan. 

So much for the past. 

I wish I could say that the immediate future looks bright. 
But it is not entirely black. The future of ourselves, in 
fact of the world, lies within our grasp. The Nazis made 
a thorough job of sorching the earth physically, economically 
and spiritually. They destroyed men’s faith in their fellow- 
men; in their governments; in their ability to do for them- 
selves, and in the spiritual values of life. 


More Propuction 


There is no place left to which to turn for regeneration 
except to America. We must answer that call or we shall 
fail civilization in its most tragic moment, and thus fail 
ourselves. We cannot do it by loans, grants, subsidies, 
bonuses or pious resolves. We can do it only by showing 
the real might of America—by justice; by helpfulness which 
insists upon self-help, and finally, by production and still 
more production. Then will come a respite in which the 
world may bind its wounds. Then man will find work 
so that he and those dear to him may live in a manner of 
his own choosing. 

We are called upon from every direction. Can we answer 
all the calls? Not long ago I asked for an inventory of 
America’s resources. I wanted this country to know what 
it has to give before it promises aid. If we find we haven’t 


enough to help everybody, we then must help those who 
can most readily help themselves. 





After the first World War I urged that the peoples be 
helped to go back to work. Who, if left alone, is not eager 
to work if, through his labor, he lives under better condi- 
tions in body and spirit? That is the way to gain self- 
respect and regain human dignity—deliberately destroyed by 
totalitarianism, regardless of what label it wears. 

Never has there been such schisms between segments of 
society. Never has labor been so powerful. And now it 
must use that power through leadership in cooperation, or 
lose that power. 

Today, as thirty years ago, the need is present. The same 
call is heard. Let all of us go back to work—to work, not 
for war, but for peace—to work under a system that gives 
each a share of the wealth he produces. 

We will find that work will solve many of the problems 
threatening security—the interrupted productivity in Amer- 
ica; the lack of coal in Britain; the deficiency of the food 
and other life supplies in Europe. Even the spirit of the 
savage enemy countries will be bettered by bettering their 
economic condition. And that can be done only by work. 

One of the world’s delusions is that the world can be set 
right by borrowing money. It can get going only if men 
work. If we accept the challenge to preserve civilization, 
it means greater effort—greater even than that exerted 
during the war. It will be without the fanfare of war. It 
means sweat and thrift to make the things the world needs, 
to start anew the physical things which it must have in 
order to feed, clothe and house the peoples—to educate, 
spiritualize, medicate, transport and entertain them. Work 
is the alchemist that changes drudgery into joy. That is 
every man’s goal—that is every man’s right. 

But we might as well look facts in the face: we cannot 
achieve our purpose with the present hours and limitations 
on work. Men and women will have to work longer and 
harder for some time to come in order to catch up with the 
ravages of war, if we are to regain our heritage; if we are 
again to be the missioners of hope and be rewarded for 
effort. 

During the war I always contended that six days a week 
and eight hours a day was the fastest pace at which we 
could go in a long war. That, too, would be the limit for 
peace. But if we adopted, whole-heartedly, a 54-day, 44 
hour week, with no strikes or lay-off, to January 1, 1949, the 
result would be electrifying. 

Production would flow smoothly; a sense of security 
would return to worker and employer, and the reaction upon 
the economy of the world would be deep and lasting. Until 
we have unity, until we straighten out and solve our own 
problems of production, and have internal stability, there is 
no basis on which the world can renew itself physically or 
spiritually. 

And upon this change in our material outlook, there 
would follow a change in our sense of security. Make no 
mistake ; our military lines are no stronger than the industry 
behind them. Unless we work, we shall see a vast infla- 
tion; unless we work, we shall not be able to maintain our 
claim to power. That would be the greatest blow we could 
receive, for it would strip us of our strength to preserve our 
way of life. 

Let us not be deceived—we are today in the midst of a 
cold war. Our enemies are to be found abroad and at home. 
Let us never forget this: 

Our unrest is the heart of their success. The peace of 
the world is the hope and the goal of our political system; 
it is the despair and defeat of those who stand against us. 

We can depend only on ourselves. One by one our Allies 
are—or they think they are—exhausted. That means they 
stop work. But usually we find that exhaustion is the re- 
sult of stopping work and not the other way around. That 
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can happen here. 
strom. 

Be sure of this: Today we are on the brink of an en- 
gulfing inflation. There is only one way out. That is by 
work. 

The more we produce, the less will be the cost of living; 
the more things we can buy; the easier will be the building 
up of our reserves—physical, financial and spiritual, too, for 
we shall be free of worry, the absence of which is a sense 
of security. 

As I say this there comes to my mind, as support, the 
motto of our native State: Animis Opibusque Parati—ready 
in soul and resources. 


Don’t let us be sucked into the mael- 


And now I close by saying that no greater compliment 
could have been paid me than to hang my picture in the 
Legislative Chamber of my Motherland. From her sprang 
men great in the beginnings of America—the Rutledges, the 
Pinckneys, the Lynches, Heywards, Middletons, Laurens. 
And in more recent days, a great Senator, Supreme Court 
Justice and Secretary of State—James F. Byrnes—has added 
his name to the immortals. 

South Carolina—I thrill at the name. Deserving her 
place in history, by her years and efforts, she remains forever 
young in her determination to do even better in the time 
to come. And to that, as one of her proud sons, I pledge 


as did our forefathers, my life, my fortune and my sacred 
honor. 


“Roots and Fruits of Boom” 


EASY MONEY POLICIES HURT THE “LITTLE FOLK” 


By BRADFORD B. SMITH, Economist, United States Steel Corporation, Pittsburgh, Pa. 
Delivered before the Illinois Manufacturers’ Costs Association, Chicago, Illinois, April 15, 1947 


HE central business fact of today, as I see it, is that 

America is in some phase of an inflationary boom of 

major, perhaps record-breaking, proportions. Two or 
three months ago this view was by no means universal. But 
at present it is a view which is shared by most students of 
business conditions with whom I am acquainted and has, 
indeed, had the corroboration of the President in a recent 
statement that another spin of the inflationary wage-price 
spiral is to be feared unless curbed by the self-restraint of 
its participants. 

The presence of boom is readily established by dispas- 
sionate analysis and the statistical evidence of it is cumula- 
tive and convincing. ‘Thus the Bureau of Labor Statistics’ 
index of wholesale commodity prices has risen in the past 
year by nearly 40 per cent. Its index of consumer prices 
has increased close to 20 per cent and the increase in it since 
1940 has been about 50 per cent. These are facts so 
familiar that we have become deadened to their drama. So 
let me put the same thing another way: I imagine that many 
of you carry life insurance to care for wife and children 
in the event of death. If the cost of living advances no 
further than it has already, the wife and children will still 
have one-third less of real things to live on than if prices 
had remained where they were when the policy was taken 
out, let us suppose, in 1940. 

Or let us look at the supply of money, by which I mean 
the dollars of check deposits and coin and currency owned 
by individuals and business enterprises. By a process which 
is the modern equivalent of the money printing press, the 
supply has been blown up until it is six times what it was 
in the middle ’30’s and three times what it was in 1939. 
I shall have more to say about this in a moment. Finally 
we may note something which comes, I believe, within every- 
body’s personal experience. It is the seeming scarcity of 
numerous things which people want to buy and the apparent 
abundance of money with which to buy them were they 
available—and this despite the facts of very high levels of 
industrial production and the absence of significant unem- 
ployment. Multiplying money supplies; rising prices, wages 
and costs; high levels of output; expanding inventories; and 
apparent scarcities of labor and materials—these are the 
historic earmarks of inflationary boom. All of these we 
have recently experienced. I conclude that we are living today 
in an inflationary boom of major proportions. It is a fact 
to be faced rather than one to which to close the eyes in 


the vain hope that refusing to recognize it can either make 
it not true or avert its consequences. If, then, it is a boom 
that we have on our hands, it is appropriate to inquire into 
what is the real meaningfulness of that fact. 


ORIGIN OF THE Boom 


Perhaps the proper point to start an analysis of the boom 
is with its origin. I think the immediate war origin of the 
boom is far better understood in America today than were 
the post-war inflationary booms of previous times. There- 
fore, I shall take only a few moments to review it. In such 
a review I find it helpful to distinguish between the physical 
and the financial factors that are involved, although the 


two are, of course, closely tied together, each influencing 
the other. 


PuysIcau Basis 


When a nation goes to war its major purpose is to win it. 
In terms of physical things, this means that it must divert 
much of its manpower to the waging of the war and much 
of its remaining manpower to the providing of the materials 
of warfare. When, however, large proportions of its man- 
power are transferred from peacetime pursuits to prosecuting 
war the output of goods for non-war purposes must rela- 
tively decline. The decline tends to be concentrated on 
certain types of goods. ‘They are those durable goods of 
which the nation already possesses a considerable stock, fur- 
ther additions to which can be postponed because those 
already in existence can be made to last a little longer. 
They are such things as consumers’ houses and house furnish- 
ings, automobiles, clothing and the like. They are indus- 
tries’ plants and machinery, especially those not needed for 
producing war goods. They are the public’s roads, schools, 
buildings, equipment, canals, parks and other projects—ex- 
cept, again, as they are needed to prosecute the war. In 
wartime we make these things last longer or do without 
them—we have to if we are to wage the most effective war. 

This is the central, physical fact about war that is of 
economic significance to post-war boom and depression. It 
means that when the war is won there are big backlogs of 
demand for these goods. The demand is one of the most 
assured demands in economic life. It is based on people’s 
lack of things which they are accustomed to have, know 
how to produce, are sure they want, to which they believe 
they are entitled and for which they have the money to pay. 
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When the war is won it is wholly natural that the people 
should turn their hands to making good the shortages ac- 
cumulated during the war in peacetime durable goods. 

This process of shifting back into the production of peace- 
time goods has come to be called “Reconversion.” That is 
a satisfying word, but it hides as much as it reveals of what 
really happens. The truth comes out if we ask: Recon- 
version to what? Reconversion to a normal, peacetime dis- 
tribution of labor and resources? Certainly not! It is, in- 
stead, transition to one of the most abnormal situations con- 
ceivable in peacetime. This derives from the simple fact 
that there is a great shortage of production in a big seg- 
ment of economic life. The conversion swings far past any 
point that could be considered normal in order relatively to 
concentrate productive effort in the areas where activity 
was deeply sub-normal during the war. Reconversion 
amounts, then, to a transition from deeply sub-normal pro- 
duction of peacetime durable goods to a highly supra-normal 
production of them. 

The significant and often overlooked fact is that return 
to normal distribution of manpower and resources, instead 
of being behind us, remains ahead of us. 

In this connection, please note that the shifting of pro- 
duction from peace to war goods has behind it all the im- 
peratives of a war of survival. Remember, also, that the 
swing back into abnormal production of peacetime goods 
has behind it, as I have noted, the most insistent imperatives 
of peacetime life. Then note, lastly, that the final transition 
to normal has no such imperatives at all behind it. When 
shortages accumulated during the war have been made good, 
and people have been provided with relative abundance in- 
stead of scarcities of durable goods, a re-distribution of re- 
sources and manpower is then required to provide for the 
maintenance and expansion of production in all areas of eco- 
nomic life. No one of these areas necessarily represents 
compelling demand, since most people are comparatively well 
supplied at that time with customary goods and can be quite 
choosy about additional accumulations. 

I think there is substantial evidence to support the view 
that failure to make this third transition historically repre- 
sents the onslaught of the long, dreary depressions which 
have come to be known as secondary post-war depressions. 
The long depression of the ’70’s was the secondary post- 
war depression following the Civil War, and the long de- 
pression of the ’30’s, from which we were pulled out only 
to fight World War II, was the secondary post-war depres- 
sion following World War I. 


FINANCIAL BAsiIs 


So much, then, for the physical basis of the boom. Con- 
sider, next, the financial basis. This is not so easy, for the 
economics of money is obscure to most people. Yet matters 
pertaining to money must be comprehended if there is to be 
judicious thinking about causes, controls and consequences 
of inflationary boom. In fact, were it my habit to indulge 
in admonitions, I would say that the American people had 
better find out about money—and quick! 

That which people use to pay for things they buy con- 
sists of their coin and paper currency in hand and their 
check deposits in banks. These add up to a certain number 
of dollars which is what I call the money supply. This is 
the item usually tabulated in monetary statistics under the 
caption, “Total demand deposits adjusted and currency out- 
side banks.”” Most people come into possession of some of 
this money only by selling their competitively acceptable 
goods or services to others. The supplying of goods and 
services is their method of acquiring dollars. If that were 


always true for everybody, America would be rid for always 
of inflationary booms and their reactionary busts. 


To the 





extent that this is mot true America has a boom-and-bust 
money system. 


“Honest” Money 


Thus suppose no one could get money to spend except 
by concurrently selling goods or services. Then it follows 
that the money each one gets to spend in markets equals 
the goods or services he supplies to markets. Hence the 
total of goods and services going to markets is matched by 
the total money going to market. There is balance. This 
is true even if some lend or give their money to others, for 
the lender takes himself out of the markets to the extent 
that his loan enables the borrower to enter them. Money 
would then be a medium of exchange for goods and services 
—and that only. It would also meet my personal definition 
of “honest” money because each person could then be sure 
that with the money he got from selling his services or 
goods he could obtain, over time-spans, equivalent goods and 
services of others. The buying power of his money could 
not be taken away from him during the periods he held it; 
and money contracted to be received in the future would 
represent buying power over goods approximately equiva- 
lent to that currently relinquished in entering into the con- 
tract. This would be the kind of money that gold would 
be in a community in which payments were exclusively made 
by its physical transfer and the total supply of which could 
only be increased very slowly, if at all, by its mining. 

In this sort of situation the prices and costs of some goods 
and services in markets could go up while others went down 
reflecting shifts in customer preferences, inducing correspond- 
ing shifts in production. These would be desirable. They 
would represent the competitive markets efficiently at work, 
keeping production continuously and closely adjusted to the 
shifting demands of a nation at work and progressing. Prices 
in general could even trend gradually downward, reflecting 
technical achievement in the efficiency of production. 

Interest rates on loans between members of the com- 
munity could also be expected to fluctuate in continuously 
and flexibly balancing the eagerness of some to get money 
to spend or invest against the willingness of others to forego 
current consumption in favor of later larger consumption. 
And this too would be good, for it would be part of the 
main point which is that through it all the over-all balance 
between money coming to market and goods coming to mar- 
ket would be substantially maintained. There could be no 
such thing as inflationary boom in prices, profits and wages 
in general; nor could there be reactionary deflation and un- 
employment. That can only happen when the over-all 
amounts of money coming to market exceed or fall short 
of the goods and services coming to market—when the bal- 
ance is destroyed, instead of maintained. It is as simple as 
that in principle. 

In practice and in America it is not, of course, a purely 
mechanistic matter; psychology is important. America has 
learned how to meet its basic living needs with smaller pro- 
portions of its manpower than any other nation. A sub- 
stantial proportion of expenditures is thus optional rather 
than obligatory. People cannot spend money unless they 
have it to spend; but, having it, they do not, in America, 
have to spend all of it to live to the extent required of people 
in other times and places. America is thus subject to psycho- 
logical magnification of unbalance in markets. That only 
makes the preservation of basic balance the more important. 

I have sketched this brief word-picture of an economy 
functioning without boom or bust under what I call “honest” 
money for three specific reasons: 

The first one is that I suspect a large number of people 
of thinking that this is the kind of money system we actu- 
ally have in this country. 
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The second one is that, although there is nothing in our 
laws to prevent our having substantially that kind of money 
if we want it—a simple directive by Congress to the Fed- 
eral Reserve Board would almost be sufficient—we distinctly 
do not have that kind of money now; nor have we had any- 
thing closely resembling it in functioning since the begin- 
ning of World War I. And, since that time, we have had 
the biggest booms and busts of our grown-up life as a nation. 

The third reason is more important to my present pur- 
pose of examining the financial basis of the inflationary boom 
we have on our hands. It is that we need some common 
ground of understanding, or benchmark of reference, against 
which to cast the financial developments which engender or 
permit inflationary boom and warp the economy away from 
the type of one I have described. We need to know from 
where we start in order to observe how far we have got. 


INFLATION AND DEFLATION OF MONEY 


As I have already intimated it is, in a going economy, 
arithmetically impossible for prices in general to advance 
in an inflationary way if people can get money to spend in 
markets only by simultaneously putting goods into markets 
to be bought. That way the goods always keep up with 
the money and over-all prices cannot shift very much. It 
follows, then, that only when extra money is both created 
and poured into markets does the amount of money coming 
to market exceed the amount of goods, with the resultant 
bidding up of prices in general which we call inflation. The 
analysis of the financial basis of inflationary boom thus 
comes down to, first, a consideration of how and why extra 
money is created and poured into markets; and, second, an 
examination of consequences demonstrable by close reasoning 
and verified by historical record. 

Extra money is created by a process that is the modern 
equivalent of the money printing press. It depends for its 
functioning upon the American habit of paying most bills by 
writing checks against demand deposits in commercial banks. 
The deposit, in a gold standard country, is the bank’s promise 
to pay in gold, or something readily convertible into gold, 
if called upon to do so. Since everyone expects that the 
bank would pay if called upon and allowed by law to do so, 
these liabilities, or deposits, are themselves used as money. 
We transfer them to each other by writing checks to pay 
for the goods and services we get from each other. 

Everybody knows that one way for a check deposit to 
come into existence is to take coins and paper money, or 
checks drawn in one’s favor, to the bank and “deposit” them. 
Not everybody knows about the other way which is the one 
significant to our purposes. It is for the bank to trade 
promises with its customers. A borrower gives to the bank 
his promise to pay in the future (with interest), in exchange 
for which the bank agrees to pay the same amount to the 
borrower at once. The bank does this by instructing its 
bookkeeper to set up in the records a deposit in favor of the 
borrower. And so a deposit comes into existence that was 
not there before. This constitutes brand new money against 
which the borrower can draw checks and pay for things like 
any other depositor. 

Please note especially that this promise of the bank to 
pay—this deposit which its owner can spend in the markets 
—was not secured by the owner through concurrent and 
equivalent contribution of acceptable goods to markets. 

The reverse operation of extinguishing deposits should be 
equally observed. This happens when a depositor draws 
a check to pay off his loan to the bank. It results in a can- 
celling out against each other of the bank’s deposit-promise- 
to-pay-to-the-customer and the customer’s promise to pay to 
the bank. Please note that in this case the deposit, pre- 
sumably secured by selling goods or services in the market, 


cannot go back to market to buy things because the deposit 
has been extinguished. 

By this process of creating and offsettingly extinguish- 
ing check deposits, commercial banks perform a vital func- 
tion that is substantially equivalent to, but inaccurately de- 
scribed as, lending other people’s money. As one man pays 
off his loan to the bank a new loan to another is made. For 
commercial banks to perform this function they have to have 
the power to create and extinguish deposit-money. 

But if—and it is a very important “if’—a bank creates 
deposits and it or some other bank is not simultaneously and 
equivalently extinguishing deposits then two inescapable con- 
clusions arise which are as important as they are generally 
unobserved by most people. 

The first one is that to their useful functions of acting 
as clearing houses for payments and as agents for what 
amounts to lending other people’s money the banks have 
added the function of creating new money without goods to 
match it. If, on the other hand, the banks are retiring more 
deposit-promises-to-pay than they are creating they are ex- 
tinguishing existing money needed to balance existing goods 
offered in markets. Let me add instantly that this conclu- 
sion is not made in derogation of commercial banks or bank- 
ers. Banks, like other enterprises, have to compete to sur- 
vive. They are powerless to control their functioning in 
this respect. They, too, are victims rather than originators 
of this blowing up or collapsing of the money supply. If 
there is blame to be placed it does not fall on the commercial 
banks. 

The second important conclusion is that when the banks 
are employed either to create or to extinguish money on net 
balance, then the balance between money going to market 
and goods going to market tends to be destroyed. The road 
to inflation or deflation is then opened. 


WankrtTIME INFLATION OF Mongy 


With this money mechanism in mind, the central financial 
features of this inflationary boom can be pretty quickly 
stated. The first feature is that during the war the govern- 
ment made extensive use of the printing press function of 
the commercial banks in order to get money to spend in 
paying wartime bills. It did it by printing promises to pay 
in the future—that is, bonds—and lodging them with the 
commercial banks in exchange for deposits currently to 
spend, in the manner I have just described. The result was 
a tremendous increase in the supply of money. It rose from 
$33 billion in 1939 to $110 billion recently. 

This is a monetary inflation of historic proportions. We 
have no modern parallel for it in this country’s records. 
Many economists excuse monetary inflation during war as 
an emergency measure. Others condemn it. Virtually all 
of them recognize it as one of the most cruel, unjust and 
hidden forms of taxation with long-lasting evil aftermaths. 
That is controversy with which I am not here concerned. 
My point is that we are confronted with a significant fact 
dispassionately to be recognized in analyzing the boom. 

A second, and I think unique, financial feature in the 
boom is that after the government had got the money and 
used it to pay its bills, it actually succeeded in preventing 
people from re-spending substantial parts Uf it in markets by 
imposing price and ration controls and by making psycho- 
logical appeals. This maintained something of a fiat bal- 
ance between goods and money coming to market—and 
hence over prices. But since there were no goods to match 
the unspendable part of the money and never will be— 
they were taken by the government and used up or given 
away in fighting the war—the controls served to hide but 
not to change the extent of dollar multiplication and de- 
preciation involved. It is impossible for the held-back 
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money to come into n.arkets nowadays and get goods with- 
out causing now much of the bidding up of prices which 
(aside from intervening increases in productivity) it would 
have previously caused if it had been freely re-spent when 
first issued. ‘This is true no matter how greatly we increase 
current production for that production by itself generates 
enough income in the way of payrolls, dividends, rents, etc., 
to clear the markets. The extra money will always have 
to compete with buying that is already sufficient at the given 
price. 

This presents a puzzling question to those who would 
interpret the financial aspects of this boom. It is the ques- 
tion of how much of the held-back money has come and is 
yet to come to market. The question is rendered more 
noteworthy by the fact that increases in the supply of money 
have slowed down or disappeared in recent weeks even 
though the door to further increases remains wide open. 
Yet at the same time prices have continued to rise, indicat- 
ing a generally greater availability of money than of goods 
in markets. The identity between the creation and the 
spending of new money in markets has been broken, thus 
leaving to conjecture how much of previously created money 
is yet to find its way to market. Since there are no reliable 
and convincing precedents I can only give you my guess 
from an analysis of the monetary and income statistics that 
there is still a lot of it to come. 

The third significant financial feature of our inflationary 
boom is that the “easy money” policy, as it is called, of per- 
mitting the continued expansion of the money supply is still 
being continued as this is written. Virtually complete 
power to check the inflation of the money supply lies with 
the Board of Governors of the Federal Reserve System. 
The reasons for the policy must, therefore, be sought there. 
Others can only indulge in conjectures. I have two con- 
jectures. The first one is that it is perfectly human to be 
fearful of being blamed for stopping an inflationary boom 
in which every one seems to be happy, even though where 
extensive monetary depreciations have occurred in the past 
it has been the one who stops them who is finally acclaimed 
as hero, and the one who started them who is blamed as 
villain, rather than vice versa. 

My second conjecture is that to stop the money inflation 
would cause government bonds to decline in price some- 
what. People, not being able to get new money so easily 
at banks or having to pay higher interest costs if they did, 
would sell their bonds to each other at lower prices when 
they tried to get money to spend. This would mean that 
government bonds coming due and having to be re-financed 
would have to carry higher than the present artificially low 
interest rates. ‘This would mean that slightly higher taxes 
would have to be levied to pay the added interest cost on 
new issues. In the meantime, the authorities are trying to 
reduce taxes. If this be a correct conjecture, then we should 
recognize that the decision made is not just an all-by-itself 
decision not to collect more taxes from people to pay back 
to people as better interest on their bonds. It is also de- 
cision that, to the extent continued monetary and price in- 
flations are involved, the bonds when they are finally paid 
off will buy fewer goods. The $100 bond and its accumu- 
lated interest cashed in now will already buy only about 
four-fifths of what it would in 1940. 


“Tuis Time It Is DirFeRentT”’ 


So much, then, for the physical and financial origins and 
bases of inflationary boom. One’s interest next turns natu- 
rally to the question of whether the boom has to come to 
an end and, if so, what then. If we are to get the answer 
by reference to historical precedent it is easy: All inflation- 
ary booms have ended. Their ending has been attended by 








economic disruption and maladjustment. In the case of the 
bigger and better booms and busts there have frequently 
been social disturbance and institutional change sometimes 
reaching the proportions of revolution. 

There is another facet of the history of inflationary booms 


that to me is almost hypnotic in its fascination. It is that 
always they seem to have been attended by popular rationali- 
zation to the effect that “This time things are different and 
so we can have the advantages of inflationary boom while 
escaping the consequences.” ‘This we-can-have-our-cake-and- 
eat-it-too philosophy has something so insidiously seductive 
and so destructive of reverence for the lessons of history 
about it that it seems that nearly every generation just has 
to learn all over for itself in the same old hard way that 
monkeying with printing-press money is playing with eco- 
nomic and social dynamite. 

Analagous rationalizatiéns and proposals, buttressed by 
hope, are abundantly present today. There is, for example, 
the frequently heard postulate that we are a mature econ- 
omy. It is proffered not only as justification for but as 
necessity for various forms of government controls over 
money and other things supposed to be beneficial. Then 
there is the we-must-not-rock-the-government-bond-market 
fetish. There are also various groups of earnest and sincere 
businessmen proposing full employment guarantees in terms 
of incentive taxation, compensatory public spending, func- 
tional finance and various schemes to freeze government 
bonds into commercial banks which verge on their partial 
repudiation. There is urging that inflation be hidden at 
sellers’ expense and buyers’ benefit by artificially holding 
prices below competitive levels for which I find the amusing 
analogy that to keep the tub from overflowing it is better 
to drink up the water pouring into it thar to shut off the 
tap. By some it is even deemed almost sacrilegious to find 
fault with the picture or challenge capacity to have our cake 
and eat it too. Why, I even find myself hopefully won- 
dering whether it would not be possible to escape, this time, 
the consequences of notable boom such as the factual evi- 
dence and my own eyes inform me, however reluctantly, 
we are now experiencing! 

What one does not hear is general resolve to obtain for 
ourselves “honest” money and stick to it through thick and 
thin. That resolve seems to come, if it comes, only after 
the hard consequences of not having hard money have been 
demonstrated anew to the new generation. 


UNpberR Cover OF THE Boom 


There must be something that goes on during inflationary 
boom that sets the stage for its aftermath, but which, being 
hidden from ordinary observation and measurement, permits 
people to view and tolerate the presence of boom with pres- 
ent delight rather than foreboding fright. I think there are 
such things. ‘They are in the nature of production, price, 
profit and wage maladjustments. They are costs that are 
deferred but real; they are costs that are current but whose 
disclosure is deferred. They are misconceptions and de- 
ceptions of who gets what and they all tend to be obscured 
in superficial satisfaction in an over-all picture of appar- 
ently prosperous production and employment. I think it 
worthwhile briefly to note some of these things that lie 
beneath the surface of boom. 

Go back, for a moment, to the hypothetical economy in 
which people get money to spend only by concurrently sup- 
plying acceptable goods to markets—or by borrowing it 
from others who got it that way. Then suppose that some- 
one comes into the market with newly printed money and 
buys things. Then see what happens: In terms of real 
things, of course, the new buyer gets something for nothing 
—that is why we have laws against private counterfeiting. 
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He gets the goods by bidding prices up so that the money 
of others fails to cover the purchase of goods produced by 
the amount of the new buyer’s taking. But that is only 
the beginning. The prices and apparent demand for the 
goods taken by the new buyer improve in the eyes of their 
supplier. He then has bigger profits. He is able to pay 
higher wages and prices for what he in turn buys, thus pull- 
ing workers and materials away from other uses to supply 
the synthetically enlarged demand for his product. His 
larger profits make it possible and seemingly desirable for 
him to increase investment of savings in larger plant, inven- 
tories and working capital. 

But please note that this shifting of manpower, materials 
and capital is based on synthetic demand—on the entrance 
into market of new money not matched by goods. The 
shifts in production and investment are dependent for their 
validation on a continuing supply of new money. That is 
why starting an inflation is like catching a bear by the tail. 

When the supplying of new money stops—and sooner or 
later it always has to—the demand stops; the additional 
investment is proved to have been wasted, the inventories 
to be excessive. The supplier reduces his employment and 
purchases from others. Thus unemployment spreads. 

There are numerous other maladjustments that develop 
under cover of inflationary boom. Incomes do not rise 
evenly. There are great groups of incomes which are rela- 
tively fixed or slow moving. They include those of pen- 
sioners, of life insurance beneficiaries, and the incomes of 
educational and charitable institutions based on investment 
for interest return of donated funds. There are the incomes 
of the “white collar” groups, such as school teachers whose 
situation has recently had startling illustration in school 
teachers’ strikes against constituted civil authority. As agri- 
cultural and industrial incomes rise and their cost is reflected 
in prices, these groups are blocked out of their customary 
buying of the products of other groups. Thus channels of 
distribution are warped and wrenched. 

There are deceptions involved for both investors and 
workers which result in the unwitting consumption of capi- 
tal through over-estimate of real profits and wages. Thus 
corporations count as costs, and reserve out of sales as de- 
preciation, the amounts of plant and equipment deemed to 
have been used up in the year. But they measure it in terms 
of the original cost of the items. Later on when they come 
to replace the items they find that they have not reserved 
enough to cover the replacement at the inflated prices. They 
discover they have been hoaxed on their real profits and 
have to go into debt to banks to get more dollars. Com- 
mercial, industrial and agricultural loans of weekly report- 
ing member banks have increased a record-breaking 46 per 
cent in the past year. 

Or take industrial labor—it also discovers that substan- 
tial segments of its wartime “gains” and savings turn out 
to have been a hoax. Thus, although its weekly wage ad- 
vanced faster than the controlled cost of living did during 
the war, the wage could not be fully translated into real 
things wanted because the goods were not there to be had. 
When, after the war, workers try to exchange their money 
savings and current wages for real things they find that the 
extra money has bid up the prices and much of that which 
was thought to be savings or gain is not there. They were, 
in reality, subjected to taxation for which the extra money 
they were allowed to hold was a receipt, not real purchasing 
power. The belated discovery of these hidden costs is not 


pleasant to either management or labor; and it is not sur- 
prising, therefore, that one of the fruits of inflationary boom 
is management-labor controversy. 

There is, in fact, a general deception inherent in an arti- 
ficially low interest rate policy with respect to the extent 





of real savings and who is benefited or hurt by it. Con- 
sider, for example, who are the real lenders in America. 
Many people would assume them to be the so-called wealthy 
people. But there are some $50 billion of savings bonds; 
the investments of life insurance companies amount to an- 
other $50 billion or thereabouts; time and savings deposits 
in banks account for approximately $50 billion more. Then 
there are the untabulated funds invested at interest upon 
which pensioners and many charitable and educational insti- 
tutions are dependent. The people involved would scarcely 
be classified as “economic royalists.” It is, indeed, the “little 
folk” of America who ‘provide its interest-bearing capital. 
The so-called “capitalists” have their wealth in property 
and equities and, aside from government bodies, they are, 
either directly or indirectly through corporate enterprise, the 
principal borrowers—not lenders. 

When extra money is supplied to hold interest rates down 
and push prices up it is these “little folk” who are hurt— 
and in three ways: First, their interest income is reduced 
in dollars; second, the dollars will buy still less because of 
higher prices—these two combine to squeeze down their 
current savings margin in dollars; and third, their previous 
dollar savings are evaporated in terms of real things because, 
when their dollars are returned to them, they will buy less 
than they would when first saved and loaned. ‘The bor- 
rowers, on the other hand, are advantaged, first, by being 
able to get money at artificially low rates and, second, by 
being able, later on, to pay off what they have borrowed in 
cheapened dollars. 

In the meantime, the issuing of new money and indebted- 
ness can be used by statisticians, if they desire, to make it 
appear that savings are increasing instead of being under- 
mined. Each time, for example, that a new billion dollars 
is issued it belongs to somebody and so it can be said that 
savings have increased a billion dollars. If they also add in 
the billion dollars of bonds on which the money was based, 
they can make the savings appear to be two billion dollars. 
Thus the easy money policy can effect the hidden consump- 
tion of real savings while appearing to do the opposite. It 
can seem to benefit the “little folk” while accomplishing the 
opposite. 

There is one further phase of inflationary boom worth 
noting because it is an element often responsible for en- 
dorsement of inflationary or “easy money” policies. As 
prices increase it becomes possible to re-hire disemployed 
workers at unreduced dollar and cents wage rates. ‘This is 
because, in terms of real things, the rising prices really con- 
stitute a relative wage rate reduction, often unrealized by 
workers, The wage rate when it is too high serves to price 
workers out of markets, just as goods can be priced out of 
markets. But the wage rate as a dollar and cents figure is 
institutionally highly resistent to downward readjustment. 
Hence there is always public temptation to accomplish its 
relative reduction by the indirect inflation method as a means 
of bringing about re-employment. What people have to ask 
themselves is whether the boom and bust method of adjust- 
ment, with its other consequences to the economy, is really 
preferable to the direct dollar and cents adjustment, when 
unemployment is present. If the inflation method is adopted 
it should further be noted that it will not work as a means 
to re-employment if the wage rate is institutionally advanced 
as fast as the inflation proceeds. This was abundantly illus- 
trated during the 1930’s. Unemployment was as great at 
the end of the decade as at the beginning despite great 
“pump-priming” during the period. 


AFTER THE Boom 


I have wondered why it is that when the boom is over 
it has not seemed historically possible quickly to shift man- 
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power back to the condition where people do produce things 
competitively acceptable to each other in markets and do get 
their money to buy each other’s products exclusively from 
that production—in short, why cannot the maladjustment 
wrought by inflation be readily reversed and balanced econ- 
omy quickly restored ? 

Part of the answer is that by reason of hidden consump- 
tion of capital and misdirected investment, we come out of 
the boom short of the right distribution and maximum 
amount of the tools of production needed for full employ- 
ment at high wages in a balanced economy. ‘The capital 
that was over-invested, for example, in order to produce for 
the boom’s synthetic demand, would have been better in- 
vested elsewhere. Lacking these tools we have to get them 
by consuming less, saving more and widening profit pros- 
pects to attract investment in them. ‘This means that costs 
have to come down and, since costs are only the other side 
of income, it means that incomes have to come down too. 
Farm incomes and profit incomes come down fast, but wage 
cost—which is about three-quarters of all costs—is very re- 
sistent by reason of wage rate rigidity and so its reduction 
takes the form of unemployment. 

Another part of the reason is that in the course of in- 
flationary boom, bank created money often tends to be based 
on customers’ notes secured by commodities or collateral 
the prices of which are rising. When the boom is over and 
prices start down, banks, being fearful that the value be- 
hind the customers’ obligations will no longer cover them, 
are competitively compelled to require their customers to 
repay their loans. This compels customers to sell the com- 
modities or securities on falling markets to get the money 
to pay off their loans—the deposits thus being taken out of 
markets and extinguished by the process reverse to their 
creation. But the compulsory selling speeds prices down- 
ward thus putting other similar loans “under water,” and 
so, like a row of dominoes, a vicious spiral of deflation and 
money extinction gets started. These vicious spirals were 
notable in the deflations beginning in 1920 and 1929. They 
increased the magnitude of the readjustments in prices, 
profits and wages to be made to restore a balanced economy. 
Deflation may be the consequence of inflation, but it is not 
its cure. The only cure I know for deflation is not to have 
the inflation out of which it is bred. 


Guie Posts 


In discussing this inflationary boom, its origins and evolu- 
tion, the causes and the consequences, there is always one 
question that comes up. It is the question of when it is 
going toend. That is a question about the answer to which 
I do not believe that any one is wise to be dogmatic. 
Although there are powerful and compelling similarities be- 
tween the inflationary booms of different times and places, 
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each boom also has its differentiating characteristics. I have 
indicated the one that to me seems most unique with re- 
spect to this boom. It is the presence of previously created 
and held-back money yet to come to market, but in amounts 
not readily measurable. Instead, then, of trying to time 
the boom’s top in terms of precedents it seems preferable to 


note the major development which would indicate its ap- 
proach. 


That development is, of course, one which derives directly 
from the definition of inflationary boom as extra money 
going into markets. The boom-—certainly its inflationary 
aspects—will be over when the flow into markets of extra 
money ceases. The flow is coming from two sources: There 
is the coming to market of new money previously withheld 
from the wartime inflation; and there is the continuing free- 
dom of banks and borrowers further to expand the money 
supply at artificially low interest rates. The control of the 
latter lies within the discretion of the monetary authorities, 
as, indeed, does discretion to contract existing money sup- 
plies to offset the coming to market of the previously held- 
back money. 

Roots AND FRUvITs 


I come now to a concluding comment on the roots and 
fruits of boom. One root of this boom is war. If we wish 
to escape having to live in a boom and bust economy, then 
I think we must recognize that the first requisite of stabil- 
ized and prosperous improvement in living scales is peace 
and the enduring prospect of peace. 

The other root of this inflationary boom, and I think of 
all inflationary booms and busts, is resort to the equivalent 
of the money printing press, instead of to the competitive 
sale of goods and services in markets, as a means of getting 
money to spend. If one does not like the idea of boom and 
bust money then it is human to try to find some one on 
whom to place the blame for its presence. In such a search 
it is easy to place the finger on the government or the mone- 
tary authorities or the banks. But I have no desire what- 
soever to collaborate in that kind of a selection of a “goat.” 
It is too easy and I do not think it is quite honest. If people 
think they would like to have an inflationary boom, regard- 
less of consequences, then no one can blame these institu- 
tions for yielding to the temptation to give them one. They 
are servants of opinion in these matters and should be in a 
land of freedom. 


I think the ultimate truth is a little different. It goes 


-something like this: The roots of inflationary boom are: pub- 


lic ignorance about or indifference to the meaning of honest 
money and the means of maintaining it; the fruits of boom 
are injustice, wasted resources and economic maladjust- 
ment while it lasts, and deflationary depression, unemploy- 
ment and social unrest when it is over. 





By ANNE O’HARE McCORMICK, Author and Member of Editorial Staff of the New York Times 


T’S hard to be an American these days. We used to 
think the lot of the American was easy and fortunate. 
We looked out on the world in the mood of the pharisee, 
thanking God we were not as the rest of men, and taking 
considerable credit to ourselves for our immunity from the 
ills that beset poorer, more troubled or more backward 
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nations. This feeling reached its peak in the late war when 
a whole generation of young Americans went abroad and 
came home blessing the luck that made them citizens of 
“God’s country.” 

Now we know that being an American is not easy. It’s a 
back-breaking, brain-wracking job. It imposes terrible 
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choices—terrible compulsions, :ather, for we are pursued by 
a destiny we cannot escape. 

Just now we are making decisions we cannot retract. The 
question at issue is not Greece. It is not a $400,000,000 
relief program. It is not what kind of government Greece 
has, or Turkey has, and whether we can improve it by direct- 
ing how and for what our money shall be spent. It is not 
a question of “making the world safe for democracy,” al- 
though anyone who compares President Truman’s message 
to Congress with the speech of Woodrow Wilson as we 
entered the First World War must be struck with the simi- 
larity of the arguments. 

All these questions come into the debate, but only as they 
bear on the new position of the United States in the world. 
We are weighing our awful responsibility as a, as the great 
power, the great democracy and the founder of the United 
Nations. There is nothing else to talk about today because 
this issue over-rides all others. No matter on what terms 
we go into Greece, we are taking a fateful step on a new 
course. We are indeed adopting a doctrine of intervention 
which staggers the internationalist who thought our whole 
international duty was to participate in a collective security 
system. 

The crisis that hangs over our heads isn’t a Greek crisis. 
It’s an American crisis. In the confusion and agony of judg- 
ing between risks, of balancing one obligation against an- 
other, of seeing ourselves for the first time as making the 
historic motions instead of seconding them, we have at last 
grown up. I don’t recall another instance, in our history or 
in the history of any other country, where a whole people 
were consciously deciding policy. 

We are not balking at taking over a task Britain failed in 
even before she gave it up for lack of means to carry on. 
Britain has already spent more in Greece than we are asked 
to give. The United States, itself, through UNRRA and 
direct grants, has spent nearly twice as much as the sum 
proposed now. All this economic aid has not availed to save 
the situation. 

My own hope is that Britain will stay with us in Greece 
until the United Nations relieves us both. But this is not 
what troubles us most. It is characteristic of Americans to 
believe that we can succeed where the other fellow fails. We 
don’t want to prop up the ruins of empire or governments 
in bankruptcy, but our reluctance is not due to an inferiority 
complex. No; the reason the President’s message shocked 
us is that it suddenly showed us exactly where we stand, 
with nothing between us and whatever danger there is. 
Wherever the front line is, there are we, exposed and re- 
sponsible. 

It’s hard to be an American, and it’s hard for an Ameri- 
can to take over world leadership. Throughout the war 
we kept repeating that the struggle for peace would be more 
difficult than the military battle, but we did not really be- 
lieve it. Since the fighting ceased we have preened ourselves 
on having learned from experience. In proof of our final 
conversion from isolationism to internationalism we took the 
lead in sponsoring and organizing the United Nations. We 
outdid every other nation in supporting it. We gave it a 
home. We have treated it more or less as an American 
institution, and that’s what it looks like, don’t forget, from 
Europe, Asia or South America. We told ourselves and 
everybody else that we meant to base our policy on it. 

This was and is our firm intention. It is our first and 
over-all commitment to ourselves and the world. If the 
United Nations cannot be built up to take the place of na- 
tional armies; if an international mind cannot be slowly 
shaped out of the clash and conflict of national minds; if on 
this little, brittle globe, in its envelope of danger-infested 
air, a sense of community cannot be developed out of the 


knowledge that no man is safe unless all men are safe, then 
there is no sense in anything and no hope of peace or human 
progress. Certainly there is no work for the Women’s 
Action Committee. 

No American is pessimistic enough to accept the alterna- 
tive to the United Nations, which is chaos, war or death. 
No American dare accept it, and neither, I should judge, 
does Russia, for all the member states, the United States and 
the Soviet Union should be the most concerned to strengthen 
it. Small nations might possibly take shelter behind the great, 
especially if the world is divided into two rival constellations. 
But the solar bodies have no shield. If there is war, they 
will bear the brunt and cost of it. Both would be immeasur- 
ably weakened and one irretrievably defeated. 

This country cannot afford to assume international obli- 
gations except in some sort of association with the United 
Nations. This is important for the United States and even 
more important for the United Nations, because the world 
organization can never achieve authority to take over all 
international obligations, as eventually it must if it is to 
fulfil its mission, unless it draws authority from powers that 
are at present stronger than itself. It can only be strong, 
in other words, as it is made strong by its members. 

It can be argued that it is more desirable for this govern- 
ment to strengthen the United Nations than to strengthen 
Greece. In the long-range view that is beyond question, and 
all of us would be opposed to strengthening Greece at the 
expense of the United Nations. 

But I do not think that is the choice we face. The choice 
is between shrugging off or shouldering our _ responsi- 
bility as a great democratic power. Certainly it would be 
easier to turn the question over to the United Nations. Some 
of those who protest against “‘by-passing” the United Nations 
really want to by-pass the question itself. They want an 
alibi for inaction, an excuse to do nothing. 

Nothing is the one thing we cannot do. We are caught 
in a tremolo passage in the grand concerto of history, a 
movement of transition in which old institutions are in 
process, we hope, of giving place to new. But the move- 
ment is as slow and painful to listen to as the practice hour 
of a child who keeps on playing the first bars of an etude 
over and over. The United Nations can be invoked, as it 
should be; it can be associated in action, as it should be; but 
it does not yet command the funds, the means, the speed, 
and above all the unity, to enable it to act in an emergency. 

And that means that it isn’t enough for us to belong to 
the United Nations. The Greek issue is a turning point 
precisely because it shows how easily the United Nations, 
just because it is still young and weak, can become a way 
of escape—the new refuge of the isolationist, or the refuge 
of the new isolationist. 

The American dilemma is that we stand as the leader of 
the democratic forces of the world, and also as the chief 
architect of an international structure in which opposing 
systems, democratic, totalitarian and their in-between vari- 
ants, are supposed to work together. This opposition is the 
chief source of weakness in the United Nations; if you doubt 
it, look at the line-ups and the votes and observe how easy it 
is for the democracies on one side and the Soviet group on 
the other to reach agreement among themselves. 

The first question is: What is the duty of the United 
States as a democracy? To my mind our paramount obliga- 
tion is to work for a free world, for one world without free- 
dom would be just one big prison. Surely we have to work 
to enlarge, or at least to prevent the progressive narrowing, 
of the area of freedom. To the extent of our power we 
have to see that as many countries as we can reach, and we 
can reach Greece and Turkey, are left free to choose their 
own form of government. 
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The next question is: What do we mean by democracy? 
Three Americans have lately offered resounding definitions— 
the President in enunciating a new policy to support free 
people to resist attempted subjugation; Secretary Marshall 
in laying down Jeffersonian doctrine before his colleagues at 
the Moscow conference; David Lilienthal in reminding 
Congress of the fundamental principles of the Constitution 
and the Bill of Rights. Despite their different application, 
the definitions echoed; they prove that Americans have no 
doubt of the meaning they attach to a word that others use 
to express something entirely different. But the important 
thing about these credos is that the speakers felt impelled to 
make them. No longer can we take for granted, as we did 
for a long time, that the world accepts our definition, or 
believes we have the best form of government. We cannot 
take for granted that anyone else will take a stand for the 
democratic system unless we do. 

Here, I think, we reach the point of decision. We live 
in a hungry world, a world of want and fear, a world of lost 
homes, lost values, lost souls) We Americans inhabit a kind 
of plateau of our own, above the poverty and gloom in which 
our allies and our former enemies share a common misery. 
The upper level isn’t very safe in these circumstances and 
I need not tell you that we aren’t greatly loved by the people 
down below. 

We are in danger, moreover, of being left alone on our 
plateau with the freedoms we consider essential to our na- 
tional existence. When I was in Europe this winter what 
worried me more than the physical suffering was the sagging 
spirit of the democracies. People have to have a minimum 
ration of bread and work and hope before they begin to care 
for freedom, and even those who do care are getting tired. 
Almost everywhere democratic parties are under attack by a 
Communist minority that never tires and brings to the politi- 
cal battle the discipline and elan of a well-trained army. 

‘The danger is democratic defeatism; the discouragement 
of democrats, the feeling that the democratic system is some- 
how obsolete and that the cards are stacked against it in a 
world too bankrupt to maintain economic freedoms. The 
many-sided pressures to give up the fight for individual free- 
dom and national. independence are almost irresistible. You 
may be sure that if the leading democracy does not take a 
stand for democracy, this defeatism will deepen and spread. 
And that spells disaster for us. Strong as it is, our system 
cannot function, politically or economically, in splendid iso- 
lation, and it may well be isolated unless we help democratic 
government to survive, not only where it is directly threat- 
ened, as in Greece, but where it is weakening, as in France. 

If we agree that the United States cannot let democracy 
wither in the world, the third question is: What is our duty 
to the United Nations? I see no way out of the American 
dilemma except to seize both horns at once. We have to 
use our power to the utmost to support the United Nations 
and democracy at the same time. It’s a job for both hands 
—and this is one case where the right hand must always see 
what the left hand doeth!—and a job for both lobes of the 
brain, for so far in the world affairs we have used all our 
powers more effectively than our brain power. Senator 
Austin clarified the question when he said yesterday that it 
is by combining national and international action of both 
immediate and long-range character and aimed both at the 
security and economic aspects of the problem that the mem- 
bers of the United Nations can advance the cause of col- 
lective security. 

We have to play the dual role and we have to play it spec- 
tacularly so that no man anywhere can doubt that we believe 
as ardently in an organized world community, limiting na- 
tional sovereignty by international law, as we believe in de- 
fending and extending human freedom. Surely there is no 








contradiction there. The more free governments and free 
men we have the more quickly the United Nations will 
develop into the bulwark of freedom and justice it must 
be if it is to become the bulwark of peace. We are trying 
to create a security system, but at the same time we are 
creating the world order which that system has to maintain, 
and if the order is not sound, if it fails to satisfy the con- 
science and aspirations of mankind, all the ivory towers on 
the East River cannot make the system endure. 

I know no other way to strike out for the long and rocky 
road to peace except to take the risks and follow the direction 
we believe will lead to peace. There is risk in any positive 
policy. My guess is that the President made a major issue 
of the Greek crisis to warn the Soviet leaders that they were 
running into the danger of war. Whether the alarm signal 
will cause them to stop, look and listen is somebody else’s 
guess. I believe it will buck up democratic forces in Europe 
and silence doubts as to whether we are going to stay in the 
war and the world to the end. 

But to prevent those doubts from turning into fears that 
America comes as “protectors” have come before, as imperial- 
ists, it is important to carry out simultaneously a whole com- 
plex of other international policies, such as making room 
for displaced persons, supplying materials and opening mar- 
kets for the projects of other countries, renewing and extend- 
ing reciprocal trade agreements, insisting on a German settle- 
ment that will give hope and the means of self-support to 
Germany and speed the economic revival of Europe. Help- 
ing Greece and Turkey as strategic points of defense puts 
our motives under suspicion unless this help is part of a great 
program of general reconstruction. 

All Europe is more or less under the same pressure and 
shaken by the same fears we act to allay in the eastern Medi- 
terranean. Now that we have started being bold, why not be 
bold in a big way and set in motion a master plan for the 
resurrection of Europe? Not alone, of course, not as Santa 
Claus, but as a great country with faith in the future and 
audacity enough to invest our substance in building it. If we 
don’t gamble greatly on the human race, who shall save it? 
If we don’t gamble greatly on the human race, how shall we 
be saved? 

We are too much afraid. We are too much afraid of com- 
munism. It is troublesome as an instrument of Russian ex- 
pansion, but as a doctrine and way of life it “takes” only 
among the improverished, the dispossessed and the frustrated. 
Remember that not a nation in the world outside of Russia 
has ever cast a majority vote for this system. 

We are too much afraid of Russia. Russia is the biggest 
and most undeveloped of empires. Victory has weakened it 
as it has weakened every victor except the United States. 
The iron curtain is not opaque enough to hide the signs of 
its post-war crisis. Russia isn’t ready to fight, has no will 
to fight and will back down before any threat of a first-class 
scrap. 

We are too much afraid of war. We are in a period of 
profound struggle—a contest of ideas, of incompatible sys- 
tems, of clashing worlds that have never met before, of 
words that don’t mean the same thing and clocks that don’t 
tell the same time. If we once convinced ourselves that 
this is the only kind of war we’re going to fight for years to 
come, we'd take it in our stride and buckle down to the works 
of peace. 

We are too much afraid of the cost of peace. We don’t 
realize that if wars can be made by words, as Germany 
taught us, then peace can be made by words, thoughts, 
processes of education. When I looked at the rubble of 
Berlin, I shivered at the power of words. For surely that 
ruin is less the work of bombs than of the bombardment of 
words that puvlerized the reason and moral sense of a peo- 
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ple before it pulverized their cities. I saw then that the 
atom bomb will not destroy us unless we first destroy our- 
selves. And when I looked at the Germans, the living ghosts 
in that awful limbo, I saw that you can never kill your 
enemy. At the end of all wars you can only live with him. 
Our problem is to find the way, and surely for Americans, 
who are part of all the enemies they have fought, that isn’t 
an insoluble problem. 

Our problem is to get through to people, to find words 
that mean the same things in all languages. Peace is one 
of the words nobody mistakes. But how say it loud enough, 
so that the Russian people can hear us, for example? The 
power of the uncommunicated word is nil. Communication 
is about the most difficult of all our problems. Yet this 
country has the power to make itself heard and felt. No 
American dare underestimate that power, for we alone, at 
this particular moment of history, have the strength, the en- 
ergy and the means to swing the balance of the world. 

No one else has the power to make peace. And there, 





members of the Women’s Action Committee, is where we 
come in. To sum up what I have been trying to say, I think 
Americans have no choice but to fight for a civilization that 
guarantees individual liberty under the reign of law. There 
can be no peace unless the human being feels secure in his 
inalienable right to life and liberty. There can be no peace 
without the economic policies this organization sponsors. 
The way to peace is by opening doors—to trade, to people, 
to communication, to the spread of truth and light, which 
is the function of UNESCO, and of compassion and justice, 
which is the function of humanity. 

Don’t let’s mark down or limit our aims. If we need a 
whole world, we need whole men and women to make it, 
men and women to whom nothing human is alien, and to 
whom no man-made problem seems beyond the capacity of 
man to solve. And don’t let’s underestimate our power as 
citizens. It was never so clear as now that public opinion 
makes policy in this country, and never so clear that this 
country makes policy for the world. 


International Trade Barriers 


ECONOMIC WARFARE LOWERS STANDARD OF LIVING OF ALL MEN 


By GEORGE TAYLOE ROSS, Assistant Director, United States Associates of the International Chamber of Commerce 
Delivered before the Scott Forum, Chester, Pa., April 17, 1947 


E are apt to think of international trade problems 

W as being divorced from your and my day-to-day life. 

They are not. However, I hope you are not so 

intimately aware of them that you will be acutely critical of 
my remarks. ; 

Barriers to international trade are so involved and com- 
plex that it is most difficult to explain them in words we all 
can understand. But it must be brought home to all of us 
that unsound economic relations are a promise of strife. So 
the involved language of technicians just won’t serve when 
considering these barriers, their purposes and dangers. 

Mr. Philip D. Reed, Chairman of the United States Asso- 
ciates of the International Chamber of Commerce, tells a 
story that makes the importance of simple language most 
clear. It is about a foreign born plumber in New York City. 
He wrote to the National Bureau of Standards that he had 
found hydrochloric acid did a good job of cleaning out 
clogged drains. 

The Bureau wrote: “The efficacy of hydrochloric acid is 
indisputable, but the corrosive residue is incompatible with 
metallic permanence.” 

The plumber replied he was glad the Bureau agreed. 
Again the Bureau wrote: “We cannot assume responsibility 
for the production of toxic and noxious residue with hydro- 
chloric acid and suggest you use an alternate procedure.” 

The plumber was happy, again the Bureau agreed with his 
idea. Then the Bureau wrote: “Don’t use hydrochloric 
acid. It eats Hell out of the pipes.” 

While directing my remarks to the destructive effects of 
international trade barriers on the American and the world 
economy, I will, I am afraid, not be able to state the prob- 
lem with such clarity, but I certainly will not state it in 
economic jargon. 

Allow me to introduce the subject obliquely by stating 
that in our own small world, for the moment here in Ches- 
ter, just as in the world at large, we want to preserve what 
is most precious to us. A large number of us probably think 
that high on the list is job security. We are worried be- 
cause we know now that depressions in far corners of the 


earth can make their impacts on our own domestic economy 
and thus affect the security of our jobs. 

I can give a ready answer, I believe, to the means of gaining 
job security. The answer is totalitarianism. You and I 
can rely on government to provide full employment for the 
nation, but only if the government is totalitarian. 

What has this to do with international problems? Just 
this: Peoples in many parts of the world, hoping for job 
security and its attendant assurance of food, clothing and a 
roof over their heads, have revealed this yearning by allow- 
ing themselves to become subject to totalitarian states. The 
same pressure is upon us. Observe the trend since 1920. 
Russian Communism now has gained acceptance in some 
parts of the world because it offers and provides what its 
people think is security. Mussolini dominated Italy because 
he persuaded her people to associate Fascism with security. 
The German people embraced Hitler’s authoritarian state 
because he offered security. 

Since the war, too, this trend has been continuing, but we 
have learned that the peoples of closed economy states have 
to pay a terrific price. To rely upon the state alone for their 
jobs they have to abdicate their freedom and dignity. 

But we who are free, I say, want more than jobs alone, 
more than jobs at any price. To paraphrase a few truths 
culled from a recent Report of the International Chamber 
of Commerce prepared in part for consideration by those 
drafting the International Trade Organization Charter: 

We want employment of our own choosing, that is well 
paid, productive, worthwhile, and satisfying. 

We want the opportunity to grow and develop materially, 
intellectually, socially and spiritually. 

We want political freedom and the attendant individual 
liberties of person and of property, freedom of speech, of 
press, of worship and of peaceful assembly. 

We want to live in a progressive economy that affords an 
abundance of things for our material welfare and with a 
government that fosters these goals. 

Free men want all these things simultaneously and con- 
tinuously. In brief, we want freedom and abundant pro- 
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ductive employment with rising standards of living in a 
peaceful world. 

Why is this matter of employment so pertinent to a dis- 
cussion of international trade? So far as the United States 
is concerned, it is pertinent because our employment will 
shrink unless we find wide markets in foreign countries for 
our production and unless foreign countries have a high 
employment developed by their exports to us so that they 
can absorb our exports to them. The peoples of other coun- 
tries, likewise thinking in terms of their own interests, also 
realize that the degree to which international trade is ex- 
panded will govern to a large extent the volume of employ- 
ment throughout the free societies of the world. 

I wish that the peoples of other countries, especially those 
with socialized or totalitarian economies, were as aware as 
we of this fact: that the reason they can look hopefully 
toward us as large importers of their products so that they 
can get the American dollars with which to purchase the 
materials necessary for rebuilding their devastated countries, 
is due in large part to these freedoms which we place above 
jobs. It is because of these freedoms that the initiative and 
drive and vitality of this country can be mobilized in a free 
enterprise system. And it is because of that competitive 
system that we all have an incentive to seek more and more 
production at lower and lower prices and must pay penalties 
when we do not. This enterprising pursuit of opportunities 
to serve peoples’ wants is possible only because we live in a 
political climate which enables peoples of diverse talents and 
ambitions to work together willingly and fruitfully to a 
common goal through voluntarily coordinating the services 
of labor, capital and management. 

However, to maintain this vast production of ours, we 
must gain reduction of the many barriers to foreign trade 
which have been set up against us in other countries and at 
the same time we must recognize that other countries cannot 
export to us unless we reduce our own major barrier, our 
tariff wall. Otherwise they will be unable to gain the 
American currency with which to purchase our exports. 

Nations are now thoroughly aware of the importance of 
breaking down the existing barriers to world trade. This 
principle is recognized and stated in the Draft Charter for 
the International Trade Organization now being discussed 
at Geneva, Switzerland by the leading trading nations. They 
know that employment is a matter of international concern; 
that a depression here with its consequent reduction in do- 
mestic employment and production can and will reduce 
sharply their exports to us and thus shatter even further the 
world’s disrupted economic structure. 

* * * «© 


Why do we know these barriers to world trade must be 
reduced? Because of our experience during the inter-war 
years. To see how destructive they are, let us see what hap- 
pened in miniature. Taking advantage of that freedom 
which our way of life gives us, I will deliberately shrink 
the world so that it becomes the size of the United States. 
I will transform our states into nations, distort their govern- 
mental systems, mix the past with the present, and over- 
simplify economics. 

In this make-believe world confined within the limits of 
the United States, we will make Pennsylvania into a Repub- 
lic. You, as citizens of this nation called Pennsylvania will 
recall that during the late twenties, international trade had 
begun to straighten out. 

The Scott Paper Company was quite prosperous. Its 
foreign markets were expanding, for what the economists 
call a multilateral trade pattern was in operation among 
most of the nations; that is, a system by which each nation 
devoted most of its productive efforts to the things which it 





could make most cheaply and efficiently, and traded its sur- 
plus with other nations who were concentrating on other 
forms of production. Under such a system, each nation 
trades with many others, which raises the standard of living 
of all. In cases when the value of a nation’s imports is not 
equalled by the value of its exports, adjustments are made 
in the prices of the goods involved, or in the value of the 
various currencies; and in order to balance the payments 
among all nations, foreign investments, or loans are some- 
times made, gold is shipped, or such “invisible” imports take 
place as tourists expenditures. The important thing is that 
in the absence of this trade, each nation has to try to be self- 
sufficient. It makes many things which cost more to make 
than to buy from more efficient neighbors. And this extra cost 
is at the expense of its standard of living. Also important, 
of course, is the fact that, without this trade the volume of 
world employment and production is much less. 

Now, let us get back to Pennsylvania which I have so 
arbitrarily transformed into a nation. 


The head of Scott Paper’s market research staff went to its 
President, Mr. McCabe and suggested breaking into a far-off 
market. His research studies indicated it had large potenti- 
alities. ‘That market was in a backward country named Ala- 
bama. About all Mr. McCabe knew about it was that its 
Chief Executive was a colorful Character named Tom Hef- 
lin. Mr. McCabe was game, but his Vice President i . 
charge of sales balked. Alabama did not trade with Penn- 
sylvania so, he said, she could only pay for Scott paper with 
Dixie currency. He wouldn’t go along, unless payment 
could be made in Pennsylvania Quaker dollars which the 
Company could use. 


Unfortunately, this Vice President had had elementary 
economics in college so he knew all about international trad- 
ing operations. Alabama, he pointed out, had no Quaker 
currency for three reasons: She didn’t sell any of her prod- 
ucts to Pennsylvania, so received no payment in Quaker 
currency and wouldn’t accept it if offered, for Tom Heflin 
claimed “anything offered by Yankees is counterfeit.” No 
Quaker currency had been left in Alabama by Pennsylvania 
travelers. They were afraid to make the trip because they 
had heard Alabama didn’t know the Civil War was over. 
Then he pointed out that the third way Alabama could have 
acquired Quaker dollars with which to pay for imported 
Scott paper was through loans from Philadelphia bankers to 
Alabama’s steel industrialists. But the bankers had made 
no loans there for over seventy-five years because in 1866 
Alabamians had tried to pay off an 1859 loan in spurious 
Confederate currency. 


Mr. McCabe, fortunately, had the answer. You see, he 
was a Council Member of the American Section of the In- 
ternational Chamber of Commerce. So he took advantage 
of a mechanism he had learned about through the Chamber 
which would enable Scott paper to be paid by its Alabama 
customers in Quaker currency. This is the way it worked 
out. 

Alabama sold a substantial volume of pig iron to Ten- 
nessee for Old Hickory dollars and used some of them to 
buy electric power from Tennessee’s T.V.A. Luckily, Ten- 
nessee also had a big trade with Pennsylvania. From her 
she bought much heavy equipment for building her T.V.A. 
dams and Tennessee, in return, exported to Scott Paper a 
substantial amount of her paper pulp importations. 

So at Mr. McCabe’s suggestion, Scott Paper’s Alabama 
customer went to his bank and exchanged some of his Ten- 
nessee Old Hickory currency for Pennsylvania Quaker cur- 
rency and sent it up to Mr. McCabe. That, Mr. McCabe 
explained to his Vice President, would be taking advantage 
of this thing we call Multilateral Trade. 
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What did those transactions mean for the nations in- 
volved? In the Republic of Pennsylvania they added up 
to more sales for the Scott company; more employment for 
its workers; more wage payments with which they could buy 
the products they consume; more employment in the Penn- 
sylvania industries making those products, and a higher 
standard of living for all Pennsylvanians. 

And Alabama, too, got something out of it. Immedi- 
ately and directly, she got Scott paper products which other- 
wise she wouldn’t have had. But also, jobs were made for 
those selling and distributing the paper, and those jobs made 
more purchasing power. The Alabamian leaf gatherers, for 
that was the inferior substitute being used before, were out 
of jobs, but temporarily only. They were needed in the iron 
mines, where Alabama was most productive. And the in- 
creased revenues from the extra iron these men produced 
and sold to Tennessee and to the new market of Mississippi 
which they couldn’t supply before, not only raised the stand- 
ard of living in their areas, but raised the level of wages in 
Alabama. Miners get more pay than leaf gatherers. So, 
as you can see, everyone gained from the opening up of this 
new market. 

Of course Scott Paper Company’s largest export volume 
went into that nearby country called New York. She called 
that market her bread and butter account. But in the late 
twenties, New York startled Scott Paper’s Vice President 
by an absolutely unaccountable discrimination. She sud- 
denly established a Quota System for many Pennsylvania 
products and, among others, restricted her importation of 
Pennsylvania paper products by fifty per cent. 

Mr. McCabe was not startled. He had been afraid 
some barrier to Pennsylvania products probably would be 
created because Pennsylvania had raised its already high 
tariff structure the year before, so retaliations were to be 
expected. Then, too, on a recent business trip to Houston 
in the Republic of Texas, he had learned that Texas no 
longer could export profitably her large volume of beef into 
Pennsylvania which had been one of her big markets. The 
lack of other ready markets had forced Texas to reduce her 
dressed beef prices drastically and her whole economy had 
been thrown into imbalance. And that also had hurt New 
York. You see, Texans no longer could purchase New 
York’s men’s and women’s clothing, thus putting a decided 
crimp in New York’s cloak and suit industry. So Penn- 
sylvania’s high tariff already had begun to hurt New York 
indirectly as well as directly. 

Thus, Pennsylvania’s Tariff barrier to freedom of trade 
had brought about the imposition by another country of a 
Quota barrier to international trade. And those high tariffs 
of Pennsylvania boomeranged in another direction. The Re- 
public of Texas, having lost her Pennsylvania market for 
beef, had to seek new markets. While searching for them, 
her excess of beef in storage became a glut on the market. 
This forced the market to break and prices went down a 
third. That meant she received one-third less from her 
northern neighbors, that country called Ohio and the satel- 
lite countries around Ohio such as Indiana and West Vir- 
ginia, so Texas couldn’t be nearly as good a customer as for- 
merly for Ohio’s rubber, Indiana’s automobiles and West 
Virginia’s coal. They, in turn, had to reduce their purchases 
of oil from Texas. 

Ohio, particularly, found herself in a tough spot finan- 
cially. I must say this for Pennsylvania. She became wor- 
ried enough to become partly realistic. True, she didn’t 
reduce her tariffs, but manufacturers like Scott Paper began 
bringing pressure on President Joe Grundy. Now that 


Pennsylvania through her high tariff had done herself out 
of New York’s market, they realized they were in danger 


of losing much of their trade with Ohio and her satellites 
which subsequently had become their largest customer. 

President Grundy finally was forced to realize that a 
$2,000,000,000 Quaker loan probably could prevent $50,- 
000,000,000 in trade in the Ohio market area from drying 
up, so the loan was made. 

A few Pennsylvania manufacturers objected, but most of 
them expected a major part of the loan would be repaid 
eventually and they also expected something more impor- 
tant, the continued stability of Pennsylvania’s economic sys- 
tem. Her prosperity so depended upon the well-being of all 
those countries in the Ohio orbit that, if necessary, Penn- 
sylvania would have felt she would have to make Ohio an 
outright grant instead of a loan. 

And how would that loan to Ohio affect the Scott Paper 
Company? The corporation would have to pay a small 
share through Pennsylvania taxes. Even if the Ohio Loan 
should not be repaid, the Scott Paper Company executives 
realized they would lose less through increased taxes than 
by losing a large part of their huge markets in Ohio and 
surrounding countries with resultant employment layoffs in 
Pennsylvania. Also, they realized that Ohio would use part 
of the loan to stabilize Indiana, which was about to go 
Communistic. Scott Paper had some plants there which, 
of course, they didn’t want to be nationalized. 

But Pennsylvania already had been late in beginning to 
mend her economic fences. Iowa, for example, had resented 
Pennsylvania’s stopping imports of her corn-fed beef on the 
trumped-up charge that Iowa cattle had the hoof and mouth 
disease. And Pennsylvania’s tariff increase had made it im- 
possible for her to make any profit by exporting her surplus 
corn to Pennsylvania for bootleg purposes—remember, this 
was in the twenties. 

So Iowa was subtle. She resorted to establishing what 
economists call invisible tariffs. She made import formali- 
ties so complex that Pennsylvania exports to Iowa could not 
break through her red tape. Pennsylvania’s branded prod- 
ucts, for instance, were held up at Iowa’s borders because 
the stamps showing Pennsylvania manufacture—called 
Marks of Origin by economists—were stamped on the ends 
rather than on the face of the packages. 

While snarled in Iowa’s red tape, much of Pennsylvania’s 
export products deteriorated in the border warehouses and 
were not accepted by the Iowa purchasers when finally 
cleared through customs. Pennsylvania had to suffer not 
only the loss of the products, and her expected profits, but 
also had to pay the warehouse storage costs while the goods 
were rotting. Such sinister invisible tariffs as lowa and other 
nations resorted to became cumulative and were beginning 
to make their dent on Pennsylvania’s domestic economy. 

I might comment that that very formidable term “invisible 
tariffs” impresses me. Economists have a strange way of 
arriving at pretentious phraseology. They dote on vague, 
abstruse phrases. I am reminded of the time in Tennessee 
when, as a youngster, I turned to a darky cleaning the living 
room in a relative’s home while writing a long-delayed let- 
ter to my father and said: “Eliza, do you know what the 
word ‘procrastinate’ means?” 

“No, sir,” she replied, “but I sho does like dat word.” 

She, like the economists, would have reveled in the mysti- 
cal expression “invisible tariffs.” 

To get back to the world economic deterioration then 
taking place, Scott Paper, like Pennsylvania, was feeling the 
pinch. Mr. McCabe found a way out. He learned that 
California, a totalitarian country like that fabled nation 
Russia, was in need of a great volume of paper products 
and was willing to do business. But to fulfill California’s 
needs he would have to import much more pulp than for- 





438 





Vital Speeches of the Day 









merly and Tennessee could not fulfill the additional re- 
quirements. 

While negotiating with California for her large order on 
a two year contract basis, he began negotiating simultane- 
ously with Oregon and Washington, countries near Cali- 
fornia which had free economies such as Aesop’s Fables tell 
us belong to those make-believe lands called Finland and 
Sweden. 

California, however, had very few Quaker dollars with 
which to pay for Scott Paper’s product. In order to get the 
paper she needed, Commissar Boris Karloff offered Scott 
Paper an amazingly favorable deal. California agreed not 
only to contract for enough purchases to more than make up 
for the markets Scott Paper had lost in New York and Ohio, 
but to furnish the necessary pulp during this two year period 
at two-thirds the world market price. True, California’s 
pulp production costs were higher than those of other coun- 
tries but she could absorb this loss easily. She would pay 
for it by lowering the standard of living of her people. 
Anyway, they wouldn’t know the difference and could do 
nothing about it if they did. 

Everything now was going along fine for Scott Paper, 
just as it did in 1927 in that Utopian country called Amer- 
ica. But gradually other markets than the California mar- 
ket began to shrink because additional barriers to interna- 
tional trade were being instituted by the different countries. 
Scott Paper, finding her monthly sales were falling, knew 
she would have to cut her profits close if she was to reach 
into that rich foreign market of Wisconsin then under the 
reign of LaFollette the First. But without that market, she 
knew she would have to begin closing a number of her 
plants. 

However, Michigan, a “Nazi” state dominated by 
Fuhrer Gerald J. Schmidt, was in need of Wisconsin’s iron 
ore. So she made what is called a Barter Deal with Wis- 
consin. She agreed to furnish all Wisconsin’s paper require- 
ments in consideration for getting iron ore. Michigan had 
to pay through the nose, for the value of the ore was low 
and she had to ship a whale of a lot of paper to get it. But 
she had no alternative for she held no Wisconsin Schlitz 
currency with which to pay for it. Anyway, Scott Paper 
lost that market. 

And while Scott Paper’s market was shrinking because of 
Pennsylvania’s high tariffs, New York again gave Pennsyl- 
vania a kick. You see, New York’s dominions are those very 
old colonies in the Northeast which we sometimes call face- 
tiously the New England states. Pennsylvania's tariff bar- 
riers had restricted imports by these dominions into Penn- 
sylvania and that had hurt New York. Among other 
difficulties, New York couldn’t sell her products to these 
dominions and get payment in Quaker dollars. So that 
stricture, in turn, had further cut down New York’s trade 
with Pensylvania. On top of that, Pennsylvania was pump- 
ing all the exports she could into New England because 
those dominions had almost no tariff barriers. 

New York, the center of the Empire, together with her 
dominions set up what they called an Imperial Preference 
System. Other countries, like Pennsylvania, if they wanted 
to sell to the New England dominions or to New York, 
were forced to pay a duty of ten per cent which was not 
required of New York and the Dominions when trading 
with each other. Result? Pennsylvania couldn’t buck that 


ten per cent differential. 

Knowing that they were taking a licking from these fast 
increasing trade barriers, the major business interests in the 
different countries decided to get together and work out a 
solution which they thought would be to their immediate 
advantage. 


They perfected what they called cartels. In 








the steel cartel, for example, Keystone Steel Company of 
Pennsylvania made a secret agreement with the large steel 
fabricators in New York, Ohio, Wisconsin and numerous 
other countries. They said, “Let’s quit fighting each other 
for these diminishing markets our governments have foisted 
on us. Instead, we will divide them up and each of us can 
charge what the traffic will bear since we won’t permit com- 
petition. If any small fry try to break in, we will band 
together and help each other with the losses when we under- 
sell them out of the market. Then we will boost our prices 
again.” 

What happened? In the first place, you see, these corpo- 
rations were like tired old men wanting to retire and live 
on their capital, not live by their principles of competition 
which had made them great. But without the spur of free 
and driving competition, their sales still shrank, for their 
high prices kept new buyers away. They overlooked the 
very premise of a private enterprise economy that a higher 
standard of living comes from more production made pos- 
sible because of competition forcing down prices so that 
more can buy; that with more production, to use a mixed 
metaphor, they would have a larger pie to share. Instead, 
they were cutting a smaller pie into smaller pieces. 

And the agricultural countries like Iowa, Kansas, the 
Dakotas and Carolinas, equally misguided, went all out for 
the agricultural counterpart of cartels. The farmers called 
their restrictions on production “inter-governmental com- 
modity agreements.” Just as businessmen reconciled them- 
selves to cutting down their production of manufactured 
goods and dividing what markets remained, the farmers cut 
down wheat and cotton production and divided the con- 
suming markets. 

They even went further. They said that since tariffs in 
Pennsylvania constituted a subsidy which the population 
must pay to factory owners, they wanted the governments 
to subsidize the difference between what it cost them to 
grow wheat and cotton and the good stiff price for which it 
was to be sold. In time these subsidies provided improper 
incentives for production of the underwritten commodities, 
with consequent world-wide overproduction and chronic 
surpluses. 

You see, the consuming public was disregarded, so through 
tariff and commodity subsidies, we of the public began pay- 
ing tribute both to factory owners and farmers. 

What happened ? 

Well, other countries continued to slow down their pur- 
chases of Pennsylvania products. Ohio, for instance, had 
used up the money she had borrowed from Pennsylvania 
and was still on the rocks because she couldn’t break through 
Pennsylvania’s tariff walls sufficiently to get on her economic 
feet. 

The California Soviet’s contract with Scott Paper ran 
out. Generalissimo Harry Bridges threatened not to renew 
it unless Scott Paper would pay three times as much as 
formerly for her pulp importations. Mr. McCabe ran 
around frantically trying to get another pulp supply, but other 
countries already had made their pulp commitments. He 
gave in, since the alternative would have been shutting down 
a third of the Scott Paper Company plants. But to reduce 
costs, due to the squeeze put on him by that totalitarian lone 
wolf, California, the Scott Paper Company had to reduce 
drastically both the number of its employess and their wages. 
Nevertheless, the company began showing a loss. 

By now, strikes were breaking out in Pennsylvania, for 
the employees didn’t realize that their standard of living 
would be raised or lowered by the cumulative effects of 
strikes throughout the Pennsylvania Republic. Luckily, Scott 
Paper’s enlightened labor policy prevented any outbreak there 
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but the general strike wave slowed down Scott Paper’s pro- 
duction, thus reducing the standard of living of her em- 
ployees, as well. 

This general situation typified the international economic 


ferment taking place. In the witch’s brew were such inter- 
national trade barriers as High Tariffs like Pennsylvania’s, 
Barter Deals like that between Michigan and Wisconsin; 
Quotas like those imposed by New York; Subsidized Com- 
modity Agreements like those initiated in the Dakotas for 
agriculture; State Trading blackmails like that of Cali- 
fornia; Invisible Tariffs like the Marks of Origin formality 
used by Iowa; Imperial Preference like those instituted by 
New York with her New England colonies; restrictive Car- 
tels like that created for steel products; and the consequent 
export of unemployment like that in which most of the 
world took part. 

Suddenly the lid which had confined this witch’s potion 
blew off under the pressure, and each country began increas- 
ing its barriers to international trade. We had the depres- 
sion of the 1930's. 

Now let us do further violence to history and have a Civil 
War occur between the years 1939 and 1945. 

But this is 1947—only two years away—and despite that 
cataclysmic upheaval we find that Scott Paper is enjoying 
amazing prosperity. Why? Among the outstanding reasons 
are these: 

A huge backlog of requirements arising out of the hiatus 
in our peacetime economy remains to be filled. In addition, 
the government itself is purchasing vast amounts of this 
production—to be paid for by us later in the form of taxa- 
tion. This production is being shipped to Michigan, 
Nevada, Arizona and numerous other countries in order to 
keep their war-impoverished peoples from starving. Also, 
Pennsylvania has had to lend billions in Quaker currency 
to New York, Ohio and numerous other countries. They 
still have enough of it to purchase a vast volume of needed 
supplies from Pennsylvania. 

But we can lend only so many Quaker dollars and pro- 
vide only so much Quaker relief. What will happen when 
that stops? I’ll tell you. Hanging over our heads like the 
Sword of Damocles are all the barriers to international 
trade which the world has developed during the past thirty 
years. 

Soon we must have again foreign markets if we are to 
maintain our vast production—and they must be paid for 
primarily by an exchange of goods. Goods and more goods 
coming from more and more production, including foreign 
production, are what will increase our standard of living. 
Foreign trade is good for us in the same way that domestic 
trade is good for us. And the extent to which we can get 
part of our goods at a cheaper price from other countries, to 
that extent: will we increase our standard of living here. 

In planning for that day which is so close upon us when 
we will need foreign markets more than any of us now 
realize, we must plan to break down our barriers to imports 
so that other nations can get the Quaker dollars to buy our 
exports. And as a quid pro quo, we must insist that they, 
too, break down their trade barriers to our own exports. 

Reducing those barriers will help take up the slack in re- 
duced production and help expand multilateral trade. This 
planning for increased international trade through a multi- 
lateral trade pattern is another term for raising the world’s 
standard of living. 

eo & e 

This make-believe world I have been discussing paradoxi- 
cally is not make-believe. I have just been substituting 
blatantly the names of states for foreign countries and all 
these seemingly senseless restrictive policies supposedly fol- 








lowed by those states have actually been used and many are 
still in use among the nations of this world. So, while 
treating the United States as if it were the world in this 
distinction, I have not been romancing as much as you may 
have thought. The sizes of different communities and the 
reactions of local inhabitants to them are all relative. I 
remember when I first was in New York I took a subway in- 
tending to get off at the then tallest skyscraper, the Woolworth 
Building. On leaving the subway I found no tall building 
nearby, so asked a policeman if he would point out the 
Woolworth Building. He looked at me superciliously and 
said, “You're certainly not from New York. Where are 
you from?” 

“Wyoming.” 

A faint sign of recognition came over his face. 
plied, “Well, that’s a pretty big city too, isn’t it!” 
_ Pennsylvania also is a pretty big country, but we will 
enlarge our horizon now by shrinking Pennsylvania back 
into a Commonwealth as we allow this intimate world of 
ours with which we have been dealing to expand again to 
its actual size. But we will keep to our subject and leave 
out of consideration such collateral international problems 
as foreign exchange, settlements, flow of capital, the German 
economic muddle, double taxation, transportation and coal 
production snarls on the Continent, and all political issues. 

By relating that miniature world we have been discussing 
to the world of reality in which the United States is merely 
one country, I believe we need no further confirmation of 
the fact that much of our economic safety lies in an inter- 
national trade pattern which will not impinge upon our free 
competitive enterprise system of doing business in other 
countries. Just as our system has been so successful within 
our own American borders because of there being virtually 
no artificial trade barriers, we want and need the same free- 
dom in our foreign trade. But to ask for it, we ourselves 
must also reduce our own onerous import barriers. 

This devastating World War has brought home to the 
major trading nations the shocking results of economic isola- 
tionism. That is why eighteen of them are now meeting in 
Geneva at the International Trade Organization Confer- 
ence. They are trying to break down those very barriers to 
international trade which we have reviewed and others as 
well. 

They have learned the hard way that the substitute for 
exporting armies and unemployment across borders is the 
export of goods through lowering as many trade barriers as 
possible. 

They have learned that the political and economic aspects 
of world affairs are so inter-woven that peoples cannot be 
political internationalists and economic isolationists. 

Indicative of the fact that we in the United States also 
are learning that we cannot be political internationalists and 
economic isolationists is this recent incident. A drunk left 
his companion on the lower deck of a Fifth Avenue bus in 
New York to go upstairs. It was too crowded below, he 
said. He needed air. About five minutes later he returned 
and his companion asked him if there wasn’t enough air on 
the upper deck. 

“Yes, it was fine.” 

“Was it too crowded ?” 

“No, plenty of room.” 

“Couldn’t you get a good view?” 

“Veg” 

“Well, why did you come down then?” 

“I got nervous. No driver.” 

We now must have a driver whom a sober man recognizes 
as guiding our economic as well as our political affairs along 
the same avenue. 


He re- 
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Most of us in the United States, for example, have 
learned that we must reduce sharply the world’s trade bar- 
riers to peaceful commercial intercourse among nations. 
True, some of us have not learned that lesson, but this last 
World War has forced virtually all of us to realize that 
éven if we disagree as to the lack of economic justification 
for international trade barriers, we must agree that a sub- 
stantial war on the Continent or elsewhere eventually will 
embroil this country, and that even if the United States can 
be largely self-contained economically, most countries of the 
world cannot—unless because of international trade barriers 


they resort to economic warfare which results almost in- 
evitably in our becoming involved in the ensuing military 
struggle. 

That, I think, is the major reason why our country must 
now face up to the world economic as well as political facts 
of life. 

This brings me back to the beginning of what I have said, 
that we must break down these barriers to world trade if 
we are to preserve the freedoms we cherish which are more 
important than jobs alone. To do so, we must make con- 
cessions and very real concessions in our own self-interest. 


The Logical Expectations of Youth 


A PHILOSOPHY FIT TO COPE WITH THE WORLD TODAY 


By PAUL D. SHAFER, Ph.D., President, The Packer Collegiate Institute, Brooklyn, N. Y. 
Delivered before the Parent-Teacher Association of The Packer Collegiate Institute, Brooklyn, N. Y., February 5, 1947 


AM very much pleased to be with the Packer Parent- 

‘Teacher Association tonight. During my nine years at 

Packer the P. T. A. has been an important fac*or in the 
lives both of the Institute and of myself. Because of the work 
of the P. T. A. the mothers and the teachers of Packer have 
had an opportunity to get to know each other better, a most 
important function of a P. T. A.; because of the work of the 
P. T. A. many fine gifts of books and money have been 
given by the parents to the Institute; because of the work of 
the P. T. A. I have had an opportunity to meet again many 
mothers whose only visit to me had been at the time of their 
daughters’ registration; and because of the work of the 
P. T. A. I have attended more tea-parties than even my 
wildest dreams of ten years ago could have foretold. If 
there is such a thing as tannic-acid poisoning, I’ll certainly 
get it, and the P. T. A. can claim full credit. 

We are here tonight because parents and teachers have 
much in common. Both use knowledge and affection in 
dealing with children: teachers have a greater responsibility 
for formal knowledge than do parents, and parents have 
more affection for their own children than can be expected 
from teachers. However, parents do a great deal of teaching, 
and no teacher is a good teacher who does not love children 
and young people. 

I discovered a child specialist who might not meet this 
requirement. When I come across something in my reading 
which I think I may be able to use later in a talk, I jot down 
the source and the subject in my pocket notebook. As I was 
checking some of these references for illustrations for tonight, 
I looked for one which I had noted on the long-lasting and 
benign influence of a teacher. It was listed, January, Readers 
Digest, p. 116. I hunted up that issue, and turned to that 
page. I was puzzled, for the top of p. 116 talked about 
democracy in South America and at the bottom was this brief 
gem (at first glance, it did look educational!) I quote: Child 
specialist giving advice to mother: “You'll have to handle 
this child carefully ; remember you’re dealing with a sensitive, 
high-strung little stinker.” This certainly wasn’t the illus- 
tration I was looking for, so I glanced to the opposite page. 

You just have to know children to be delighted by them 
and to have affection for them. We had a young man here 
last week, who finished our fourth grade last June and is now 
at Poly, who gave our third graders a fine lecture on tropical 
fish, their care and habits. 

One young lady in the fifth grade came to her teacher 
last fall with a political poster, bearing her father’s picture 
and his party, and asked if she could put up the card. The 





answer was, “Well, we don’t usually put up political posters 
in school. However, suppose you tell me why you think we 
should this time.” 

The young lady drew herself up proudly and spoke with 
profound earnestness: “People should vote for my daddy. 
He is a good man.” 

That statement was overwhelming. “Well,” said the 
teacher, “you write that on the bottom of the poster and we'll 
put it up.” 

And the next day, outside the classroom door was the 
poster and across the bottom, above her signature, the proud 
daughter had written: “This is my daddy; he is a good man,” 
—and the good was heavily underscored. 

Parents and teachers use knowledge and affection in deal- 
ing with children—and they can hardly keep from doing so. 

Tonight I want to talk about our children, both our 
students and our sons and daughters. And I wish to suggest 
some thoughts on the question: What can youth logically 
expect of us? What can youth expect us, the parents and 
the teachers, to do for youth? 

One of my privileges is teaching a course in Ethics to the 
Fourth Academic and Junior Classes each year for the first 
semester. I’m not always sure how much the students learn 
in this course ; sometimes I have glimpses of discernment that 
astonish me; occasionally a friendly parent will comment 
upon a table discussion centering about some ethical prob- 
lems. Of these facts I am quite certain: more thinking about 
right and wrong is done because these classes are held than 
would be done otherwise, and the desire to think about such 
questions and to discuss them is always present. These facts 
alone justify the course. 

As all of you know who have teen-age children, one of 
life’s great burdens for the adolescent is adult direction, par- 
ticularly parental: the advice to be neat, the order to get 
home early, the urging to study, to straighten up the room, 
to keep the radio turned off, to talk less on the telephone. 
Recently I said to my Fourth Academic class in Ethics: 
“Many of you resent the advice of your teachers and parents. 
You grow restless under it. But I think you’re fair; you 
know they want to help you, to act for your good. One of 
these days you'll be older; you'll be handling young people; 
what do you think you should do then? You honestly don’t 
consider yourselves perfect now. What should parents and 
teachers do for you? Granted that you may be right in your 
restlessness under parental advice and the urging of teachers, 
you know they can’t ignore you; therefore what would you 
have them do? What can you logically expect from them? 
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Be frank, jot down you answers in ten minutes, and as I’m 
not interested in who writes what, you needn’t sign your 
papers. Tell me what you honestly think.” 

That is the sort of thing that could have been said to you 
and to me some years ago: at least I know it could have 
been said to me for I always chafed under restraint. 

I received a lot of answers. I received a great many good 
answers that really are a credit to you parents and teachers. 
Only one girl suggested that she expected constant and com- 
plete direction ; only one other implied that fair dealing could 
not be expected from certain adult groups. The others, with 
more or less profundity and with evident sincerity, and per- 
haps a bit of malicious (malicious in a friendly way) glee, 
dashed off their present expectations of parents and teachers. 

I want to read you some of their statements. 

One said: “I expect my teachers to explain their subjects 
to me to the best of their ability. They may correct me if 
I do something wrong—if I am unconscious of that action 
and if I would profit by being corrected. I also expect them 
to mark fairly on the work I do and not on the basis that 
they like or dislike me.” 

Another wrote: “I expect my parents to be understanding 
and try to see what I mean when I say something; to at 
least give me a chance to say it, even if they don’t understand 
it. They should listen to what I have to say with an open 
mind, weigh it, and either accept it or reject it, giving me a 
good reason in either case.... They should naturally have 
the authority to say when I may go out, at what time I should 
be home, with whom I shall go, when I should go to sleep, 
etc., and unfortunately they often use it too much.” 

A third states: “If parents make rules I expect them to 
keep them and not change them because they happen to be 
angry or even in a good mood. When I am supposed to 
do the dishes after supper or be home by midnight, I expect 
them to inform me of it and not leave it all to my conscience, 
because my conscience gets very weak when I look at a huge 
stack of dishes. (Probably she resembles her mother—and 
father!) I expect my teachers to be fair, and, well, business- 
like. I mean I expect them to teach and not be talkative 
about the weather.” 

A fourth: “Parents should realize that their child has no 
more chance of being perfect than they had and should 
therefore go easy on the nagging. A young person wants 
responsibility and recognition as a member of the family 
group.” 

Another: “I think you can logically expect advice and 
guidance from your parents and teachers. You should ex- 
pect to be told when you are doing something wrong and 
you can expect them to order or forbid you according to 
what they believe is best for you, not according to their own 
whim or for a purely selfish motive.... They should guide 
you so that you become self-reliant and capable.” 

One said: “I think my parents should get to know the 
fathers and mothers of my friends. In this way they would 
find I’m not so different from other girls in my ideas.” 

Here is another: “A parent or teacher has a responsible 
position which makes them liable to criticism when their 
pupil commits a misdemeanor. It may not be for fear of 
this criticism that they consider the giving of advice and 
commands to be so serious, but before the world it is their 
ethical duty to raise a child who is responsible, orderly, and 
peace-abiding. However, I believe it is also their duty to 
develop independence and originality in a child. There are 
too many adults who are incapable of reasoning without aid. 
During their childhood, they were pampered and catered to, 
to a point where their inherent faculties for unprejudiced 
conclusions were destroyed.” 

One more: “I think that advice should be offered, but not 


forced upon you. In general it probably is best to let you 
learn by experience. If it is necessary to forbid or compel, a 
reason should be given. A young person should be able to 
respect his elders’ judgment and understanding, not merely 
because he is told to, but because he has been shown that, 
in the long run, they really do know what they’re talking 
about.” 

These are a few of the sixty-odd papers I received. I 
tried to arrange their various ideas and bring them together. 
I jotted down about sixty different statements, many of which 
were repeated in thought. They covered about what I ex- 
pected and they tended to fall into categories summarized 
by the following (imagine that your young folks are speak- 
ing, and that they are very much in earnest): Teachers and 
parents should— 


1. Listen to my problems and to my side of a question 
and give a reason if they oppose me. 

2. Put themselves in my place. (You can see here the 
eternal optimism of youth; they expect us all to have 
imagination!) 

3. Give me advice, but don’t force it on me, advice about 
habits, friends, dates, manners, and conduct; give the 
accompanying reasons, but let me make my own de- 
cisions. 


4. Instruct young people about moral rules and laws. 

5. Correct me, when I’m wrong; remind me, when I 
forget; give reasons for punishment. 

6. Encourage me in my work and in meeting my problems. 

7. Be fair and just and honest with me. 

8. Recognize that I am growing older and becoming an 
adult. 

9. Let me be a person, with privacy and growing inde- 
pendence. 


And a tenth that stood alone, and says a great deal—I don’t 
know who wrote it; it’s sheer poetry: Children can expect 
from parents and teachers a gentle authority. “A gentle 
authority”—that will be my next subject for an address to 
parents and teachers. 


These statements interest and challenge those of us who 
regard young people highly. When we have tried hard to 
win an argument about some thing we wanted done or didn’t 
want done by some young lady of ten or seventeen, we have 
been apt to conclude that youth is selfish, headstrong, and 
entirely too persuasive. When we consider these statements, 
however, we see a reasonableness, a perception of themselves 
and of us which I think quite remarkable. We forget what 
we thought at sixteen or seventeen, but I’m certain my ideas 
on this subject would never have been so clear nor could I 
have expressed them so accurately. Most teachers and parents 
wouldn’t do any better at thirty or forty or fifty, and really 
that’s no malignment, for these girls have done unusually 
well. 

I could stop here and say that these are the expectations 
of youth. But I want to go further. If we are to note their 
full logical expectations, we must go beyond these statements. 
We must be even more inclusive, and must try to see the 
logical expectations as they would appear to our children if 
our children had the experience which would tell them what 
living is going to demand. 

In James Barrie’s Dear Brutus there is a forest in which 
people get a second chance to live their lives. One man in 
this forest is a painter, who, in that second chance, has a 
very delightful and lovable daughter. She is referred to as 
a “might-have-been”. I am not a dealer in fantasies, but 
tonight I’d like you to think of a “person-to-be”, the adult 
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your child of today will be tomorrow ; what can that “person- 
-to-be” logically expect of you in your dealings with the 


“vouth-that-is”? If that group of hyphenated personalities 
seems meaningless, let me ask: In addition to food and 
clothing and shelter and an accepted education, what could 
you as children have expected from your children’s grand- 
parents? 

In talking about these questions, I’m going to suggest a 
few things which grow out of the statements I have read to 
you. The thoughts of the students may have been expressed 
a bit differently. So limited is our experience at seventeen 
that sometimes our discernment of an idea is hazy; we see 
something, but we can’t quite phrase it. Or we phrase it one 
way, and another person can see the sort of thing we are 
striving for. As I reviewed these statements, I read into 
them the experience of others who have lived longer, and I 
concluded that three logical expectations of youth as they 
suggest them are, first, to be recognized as persons, as in- 
dividuals; second, to be introduced to all areas which may 
have value in improving the quality of human lives; and, 
third, to be helped towards the acquisition of a philosophy 
which can determine action. 

These girls want their own ideas recognized and their own 
personalities respected, and adults who look back to their 
younger days lament the lack or rejoice in the presence of 
experience which acknowledged their individualities; these 
girls expect teachers and parents to guide their explorations 
of areas of living which will be valuable to them, and older 
people look back wistfully decrying their lack of knowledge 
in some category or exclaiming with satisfaction about certain 
things they learned at an early age; these girls want reasons, 
not tutorial or parental orders, and good reasons from teach- 
ers and parents are the practical applications of well-consid- 
ered philosophies, and, therefore, these reasons are the fore- 
runners of philosophies which young people will develop for 
themselves. They are the the embryo philosophies, for they 
answer the initial why’s of moral action, just as a total 
philosophy must try to answer the ultimate questions—these 
also are why’s. 

I want to say something more about these logical expecta- 
tions. These three are not all—but they are important. 

First, a youth expects to be recognized as a person. From 
his viewpoint he is growing, achieving, experiencing, pressing 
on, becoming an adult. From the viewpoint of teacher and 
parent he is doing these things, but he needs guidance, 
assistance, direction so that the product will be satisfactory 
to the parent and teacher. Youth pushes ahead; those of us 
directing youth pull, and restrain, and hold, and turn him. 
Both the youth and the guide are right, although the youth 
must be considered increasingly, for the object of our ex- 
perience with him is to make ourselves unnecessary and to 
make him self-sufficient. 

To keep from being too dominating or domineering, there- 
fore, should be desired by all of us. Despite our ideas and 
our training and our good wishes for our children, we still 
can’t make them into real persons. If I gave you a per- 
sonality other than your own and if I said to you, “You have 
full power to make exactly the kind of person you want of 
this material, and the product and the credit will be yours,” 
what would you do? If you thought about my offer care- 
fully, you would laugh at me, for my statement, is an ab- 
surdity. I might give you clay, or lumber, or steel, and you 
might create something entirely like your inner plan. But 
you can’t do that with a personality, for to be a personality 
means to be able to grow and to give direction to that 
growth. I couldn’t give you a personality for you to make 
a person out of it; if such an end were possible, my gift to 
you would have been no personality. 





Our young people—we did the same when we were 
younger—our young people rebel against our tendencies to 
do too much for them, and not to let them decide and do 
things for themselves, for deciding is a function of a person, 
an individual. Some parents want to solve every problem, 
advise at every step, correct every fault. I speak as a parent 
who knows the impulse. And I know that parents must do 
some of all of these, but eventually they must keep quiet. 
There is probably a year after which no parent should ever 
give any advice not asked for. Perhaps some psychologist 
will make a study some day to determine when that year 
occurs. 

Our children are going to live the kind of lives they 
ultimately choose, and we cannot fully determine those lives 
by ordering them to live a certain way. We actually want 
them to decide the kinds of persons they'll be; if they can’t 
decide, then they are not the conscious, self-directing in- 
dividuals we expect them to be. In all that we do we must 
aim for self-direction. 

Occasionally a teacher will forget this. He will pride him- 
self upon his powers of discipline. His students are never 
problems. His students do what he wants them to do. With 
him in charge, there is absolute quiet in his classroom. His 
students do the hardest work and the longest assignments 
without a whimper. This faultless control is all right up to 
a certain point. But it is evidence of good teaching only if 
the reason for the hard work and the quiet and the obedience 
penetrates the consciousness of the student and the student 
in directing himself seeks the same end. And, of course, it 
is good only if it contributes to the education, the growth, 
primarily intellectual, of the student. 

This is no plea for laxity in the classroom. The teacher 
whose students are not controlled is a failure as a teacher. 
But the teacher who has control for the sake of control and 
not for the sake of the student and without the student’s 
agreement, cooperative agreement, is not fully successful. 

A second logical expectation of a youth is an introduction 
to all areas of experience which may enrich his life. Broadly 
speaking he can expect an education. And when we speak 
of providing an education for our young people, we mean 
just what I have said a youth can logically expect: an intro- 
duction to all worth while areas of experience. 

In general we seem to be succeeding fairly well in meeting 
this expectation, but not entirely. In particular, we are giving 
young people too little introduction to ethics and religion. 
I don’t make this statement only because I read the news- 
papers and the current magazines, the first of which are 
filled with actions of youth which are discouraging, to say 
the least, and the latter of which give us many articles 
assuring us that the moral and spiritual needs of our modern 
youth are not being met. This news picture is appalling; 
the magazine assurance is too true. But I make this state- 
ment also because of the thoughts my students wrote out for 
me. They revealed their belief that parents and teachers 
should tell them when they are wrong; they indicated a need 
for the kind of wholesome rightness of living which is a 
concomitant of an active belief and trust in God. 

There was a time when moral instruction was prominent 
in our educational system. Many of you remember the verses 
and proverbs and sententious sayings which you at one time 
had to learn and to recite. When you had them first they 


bored you a bit, but the thoughts became a part of your 
thoughts and have been woven into your personality—and 
you are probably better for them. A century ago and up to 
a time not many years back this effort was made to teach 
character directly, to teach moral standards, or ethical prin- 
ciples. I would not attempt to uphold the thesis that people 
then were better than people now. I wouldn’t know. 
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know that a lot of the goodness, the ordinary down-to-earth 
honesty which is evident today, is the outgrowth of the ideas 
taught then. A far greater portion of our population is being 
educated today than was going to school in the middle and 
late nineteenth century. We can’t tell what the effect would 
have been if all children then had been in school and had 
been given this moral instruction. 

The thinking which led to the elimination of such direct 
moral teaching from the schools ran something like this: 
Direct teaching of morals has been tried. The results have 
seemed discouraging. Morals evidently can’t be taught. 
Therefore, we will give up the effort. 

Here I believe I have made a discovery. Moral standards, 
ethical principles, these represent the only body of knowledge 
that I know about where the evidence that the learning was 
not effective resulted in giving up the effort to teach it. 
Can you name another? When people can’t add up check- 
books, we don’t eliminate arithmetic; we increase it. The 
silliness of this reason for giving up the teaching of standards 
of right conduct is even more evident when we see how little 
of the subject matter of history, geography, and literature, 
people retain. Probably their retention of moral principles 
was just as high. 

From an educational standpoint, it was particularly unfor- 
tunate that the eliminating of those subjects which tried to 
evaluate conduct occurred when the general curriculum was 
being broadened with courses which replaced the classics 
with their moral ideas, and when the idea that education 
was an achievement requiring some intellectual stamina and a 
lot of hard work was being substituted by—at least in 
practice—the theory that time-serving with busy work was 
an education. It never was, and it won’t be. The fact is 
that careful, difficult study is the prerequisite for an in- 
tellectual education, and a molder of character at the same 
time. 

Our young people can also expect to be introduced to 
religion. I know the excuses by which modern parents de- 
fend their indifferences to their children’s introduction to 
religion—to the only formal experience attempting to ac- 
quaint them with God. Many parents point to their own 
church goings in youth—and insist that their attendance at 
religious services was practically continuous, and they are 
now entitled to a rest. This is no excuse. It is cold fact 
and excellent history that innumerbale persons find in re- 
ligion an experience that meets their deepest needs, and that 
most of the fine personalities in the world have been those 
of people who have lived in the fear of and with trust in 
God. Because a parent in his own life chooses to ignore 
religion does not give him the right to neglect introducing 
his child to this area of experience. 

A teacher’s introduction of a pupil to living, a parent’s 
introduction of his child to living: these have a personal 
side. The most important single influence in the life of a 
person is another person. We may say to our children: 
Here is art, science, philosophy, mathematics, music, psy- 
chology, history, religion—and we may open innumerable 
doors along the corridors of living so that they will have a 
broad and even a minute acquaintance with the segments of 
life; these introductions are not so important as knowing 
people whose characters and actions, personalities and words 
have grown after similar introductions and have become 
worthy of emulation. Young folks need examples of what 


people can be. One of the chief values in the study of great 
literature is the discovery of character traits worth seeking 
and of personalities worth imitating. But more important 
than fictional or biographical or historical persons to our 
boys and girls are their adult associates, their teachers and 
their parents. 





Occasionally someone may say: I don’t believe I was par- 
ticularly influenced by my parents or my teachers or other 
men and women who touched my life. Such may be true. 
And probably that person’s life was less effective for that 
fact. Lincoln’s statement about his debt to his mother and 
Dr. Fosdick’s quotation of the words of John Cairns about 
his teacher (this was the statement I vainly sought on p. 116 
of the Readers Digest; it is on p. 117), “I do not know what 
life, or lives, may lie before me. But I know this, that to 


. the end of the last of them I shall bear your mark upon me,” 


statements like these show what parents and teachers can 
reveal to youth; and teachers and parents constantly get 
similar praise when young people say, “My dad told me,” 
or “Miss X helped me,” or when they simply say “Thank 
you very much.” Being examples for others makes us un- 
comfortable, but this is a responsibility we assumed when we 
accepted parenthood or embarked upon teaching. 

We must introduce youth to areas of living, and we must 
indicate how to live in these areas in part by our own ex- 
amples. 

The third logical expectation of youth is that we help 
them acquire a philosophy of life; that is, as I said before, 
a philosophy which can determine action. Again, I am not 
going just to the “person-who-will-be” in saying that our 
young people can make this demand logically. 1 am going 
to the young people of today. As I wrote down the various 
statements of my students, one word recurred time and again. 
It was reasons. They wanted reasons when they were refused 
a request; they wanted reasons when told to do something; 
they ask for reasons when they are punished; they request 
reasons with advice. 

Now our objective, as parents and teachers, (I make this 
my constant refrain) is to make young people self-sufficient. 
We look forward to that happy time when they will meet all 
their engagements and fulfill all their duties and accept all 
the minor drudgeries of life without our reminding them; 
when they will see what we think is the right thing and will 
want to do it because they decide they want to do it. That 
day comes when we stand aside entirely, and its satisfactori- 
ness will be in direct ratio to the kind of philosophy, to the 
understandings of fact and the principles of action and the 
ideals they have developed through the years. And that is 
where we help. A “why” that is answered with a logical 
reason makes an impression, even though it may not be fully 
accepted. Those persons who are fortunate enough to grow 
up with adults whose reasons are sound, and therefore 
ethically right, usually weave for themselves the finest phi- 
losophies. 

Don’t misunderstand me. I’m not claiming that each of 
us writes out a philosophy of life and that when an im- 
petuous daughter asks for a permission which we hesitate to 
give, we immediately get out the book and turn to page 17 
for an answer. We don’t usually formulate our philosophies 
unless we have to or get paid for it. But we have philoso- 
phies. And the better they are, and the better we use them 
in answering the hundreds of whys that come our way, the 
sooner the young lady or young man asking for the reason 
will develop a foundation of reasons for himself. Those 
reasons may not be identical with ours. We should not 
despair. There’s a fair chance they'll be better! 

The philosophy of our young people must be broad. The 
first two expectations about which I have spoken will help 
with it. As our girls and boys are recognized as persons, 
they will acquire convictions about the worth of the in- 
dividual, about his responsibility for his own thoughts and 
words and actions; about his relationship to his fellows. As 
they are introduced to the areas of living, they will begin to 
know the nature of and need for truth. As they adventure 
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in the field of ethics, standards of conduct will be under- 
stood and accepted, and as they move forward in the field 
of religion, the significance of the phrase, the Fatherhood of 
God, will grow and will give meaning to life, value to 
human personality, reason for aspiration, and significance to 
the qualities of courage and faith and reverence and love. It 
is no mean thing to develop a philosophy fit to cope with 
our world today, but that is what our young people must do. 
They expect, logically, that we can help them build that 
philosophy, and we must. 


Our young people are like spiritual qualities, not material 
things. Spiritual qualities cannot be hoarded. As they are 
expressed, they develop. As our children move from our 
protection and control, they begin to live as independent self- 
directing persons. They are expressing themselves; they are 
developing. For better or for worse they are individuals, 
parts of society, responsible parts. This step is the test of 
the control and advice and example and philosophy we have 
given. 


“Tax Economies in Business Operations P 


IMPORTANCE OF CHOOSING THE RIGHT TAX ALTERNATIVES 
By J. K. LASSER, C.P.A4., Senior Partner, J. K. Lasser & Company, New York City; 


Chairman, Institute on Federal Taxation, New York University 
Delivered before the Economic Club of Detroit, Detroit, Michigan, February 24, 1947 


R. Chairman and guests: I am going to talk to you 
M about Tax Economies in Business Operations. If 

there is one place where every businessman would 
like to economize, it is on his tax bill. We have been told 
that tax cuts are on the way. As yet, it is a little early to 
predict how much of this 20% we are going to get. Based 
on Senator Taft’s discussion the other day, it would seem 
as if the 20% is assured. 

Perhaps the tax technician should stick to his technical 
discussion. That is difficult with this opportunity in a pub- 
lic meeting to urge reduction of ungainly, unreasonable, 
dangerous personal tax rates. Our system of free enter- 
prise depends for its entire existence upon men—their per- 
spiration, their ingenuity, and their leadership. Free enter- 
prise will work only if we can give free men the desire and 
the incentive to expend their talents. Instead, our tax laws 
are a real brake on our most important individuals. That 
is because our system takes so much after salaries reach up 
over $10,000 or $15,000. After $20,000, your added pay- 
ments go at least 50% to the government. At $50,000, the 
tax collector takes almost 70% of additional sums. And 
at $90,000, you are giving up 75% of the next dollars you 
earn. What, please, are the chances to encourage men to 
more perspiration, intelligence and leadership? Common 
sense says these rates should never exceed 50% of any earn- 
ings. 

If taxes continue at their present high level, they, may, 
in effect, cause a managerial revolution. They are today— 
in endless example—removing the incentive to work for a 
considerable number of our most enterprising and skilled 
management talent. The necessary changes in law must be 
lower personal tax rates plus opportunities for management 
to buy into business without the terrible penalty now at- 
tached to so many stock purchase plans. 

At the same time, I should point out that high personal 
taxes today (plus the double tax on dividends) have the 
same deadening effect upon too much of venture capital. 
They are restraining expanding production and employ- 
ment. Little venture capital is today being financed through 
the public markets. And how can it? When New York 
City tax exempt bonds are now selling to yield 2%, it is 
ridiculous to assume that you can sell a taxable issue of 4% 
industrial bonds. They may yield 2% if a man has an in- 
come of only $20,000. They yield far less if his income 
is over that. 

The tax burden falls much too heavily today upon the 





small businessman, or the ex-GI who is starting his own 
business, who simply does not know how taxwise to operate. 
These groups are greatly handicapped by the complexity of 
the present tax structure. Its administration often makes 
survival much more difficult for them than for longer estab- 
lished businesses. During the last few years considerable 
progress has been made in simplifying tax returns for the 
salaried worker and the wage earner. Comparable simpli- 
fications is also possible in the returns that business must 
file. That is certainly one way in which we can make it 
easier and more economical for the businessman to pay his 
taxes and for the government to collect them. 


ComMMon SENSE Is NEEDED 


Many of our complications are easy to cure. We simply 
need to recognize that the growing pains of management 
and its business are not always synonymous with tax eva- 
sion. 


Maybe that last November general election was the quar- 
terback calling the signal for dropping the restraints and the 
uncertainties. Maybe the cumbersome laybrinth can now 
be discarded for something reasonably simple. That should 
be the objective for the future. 


Tax PLANNING 


I am a technician. I do not think you asked me here to 
talk about these changes needed in the tax rules. 


I ought then to spend my time with you explaining why 
management ought to be interested in the work I do—tax 
planning— 

Under present-day conditions it is imperative for busi- 
nessmen to take all the permissible advantage in the law, 
administrative rulings, regulations and the interpretations. 
Through that businessmen often can, to a large extent, over- 
come inherent economic disadvantages and even managerial 
deficiencies. On the other hand, failure to use available tax 
knowledge may completely overcome other economic ad- 
vantages and excellent engineering management. Thus the 
test of survival is not entirely efficiency in production or 
operation; it has become heavily weighted by tax consider- 
ations. 


I’d like to argue that tax-consciousness minimizes and 
reduces the risks of business. The reverse is also true: a 
disregard of the implications of taxation produces business 
loss. It also means a great social loss. It is to the public 
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interest to keep the most efficient producers in business. It 
is not entirely true that a business with greater efficiency, 
greater productivity, less waste, has the greatest net return 
afer taxes. These are often pushed aside by a less efficient 
competitor. His tax planning sometimes makes up for the 
productive advantage of the more efficient. 


INTRODUCTION TO PLANNING 


I want to talk about this planning with you. I approach 
the subject with great timidity. First, it is alleged not to 
be in good taste for anyone to discuss the mechanics of tax 
cutting. 

Perhaps I can change the whole complexion of our ap- 
proach to tax reduction by talking of tax alternatives. You 
are free to choose them just as you are free to choose the 
automobile business in preference to the oil industry. No 
bureaus or courts as yet intervene. If you are good at your 
selection, you may make some money. 

And that is all there is to tax planning. You pick one 
way instead of another. Both carry the blessing of good 
accounting, the tax law and the courts. One may give you 
a lot of unnecessary waste—even drive you out of business. 
The other may give you what seems like an unreasonable re- 
turn on your investment. 

Let me see if I can prove that by taking a lot of examples. 


AcCOUNTING RULES 


Tax accounting basically follows good accounting. That 
is why it is easy for accountants to handle such matters. 
That is true except for two kinds of rules that get into 
operation. , 

One is the special rules that seek relief for particular 
circumstances and often give us averaging systems—the lat- 
ter you know to be such items as the carry-overs and the 
tax benefit rules and cancellation rules and a good many 
others. 

There is another set. We call them barnacles. They are 
rules arising from bad accounting decisions of the courts. 
They are distortions. If you know them, you can make 
great gain out of them. If you do not know them you may 
lose a great deal. 

Suppose a restaurant opens near a factory and sells a 
number of 50 meal block tickets in December. The owner 
will be surprised to learn, and often too late, when he makes 
up his year return, that all the receipts for the 50 meal 
tickets is income in that year—even though most of the 
meals will have to be furnished during the next year. Or 
suppose a health club is started as memberships sold that 
are good for a year or two. The rules insist that the in- 
come be reported for taxes long before the services are 
rendered and the outlays made. 

Or take the case of a new roofing contracting business 
which makes repairs giving a tax year guarantee. Everyone 
knows that out of the sales in any one year must be pro- 
vided a reserve for future repairs to cover liability under 
the guarantees. Yet the rules insist that all the sales income 
must be currently reported—regardless of the fact that a 
lot of money received must be used to meet the guarantees 
in future years. 

Or take, if you will, the fellow who has rent paid in ad- 
vance. He makes a 5-year lease and is paid one year in 
advance. He may be surprised to know that the year’s pay- 
ment in advance is income. It is income even though he 
must supply the tenant with services in a succeeding year 
and that may cost him money. It is income even though he 
has just paid a broker 10% to get the lease and even 
though the broker’s fee is going to spread over the 5-year 


period and not deductible in the year in which he is re- 
quired to put that advance payment into his tax return. 

Stupid, you say? Unreasonable? 

Sure. But these are all part of our tax accounting scheme, 
the part I labeled at the outset as being barnacles. And 
you in business want to know these things, or else you are 
going to suffer a great deal of loss. 

At the same time we say that you suffer a great deal of 
loss, we automatically say that if you know them, you get 
tax economies through observance of the rules. 

Now, tax accounting requires the knowledge of these de- 
cisions and rules. The rules give you alternatives. If you 
know them, you may select the year in which you will have 
income or the year in which you will take income or de- 
dyctions. That is easy to prove for you. 

The easiest case is to refer to my landlord; if he knows 
the rule, obviously he will not take the rent as rent, but 
will take it as a security, or in trust, or in some other way. 

All those other examples that I gave you of horrible tax 
accounting principles can be used in tax reduction if you 
know the alternatives. The alternative will permit you in 
the case of receipts, and in the case of disbursements and of 
costs, in a vast quantity of conditions, to select the year in 
which you want your income, to defer your costs to the 
period in which you would like to have them deducted in 
your returns. 

For example, it is easy for us to move sales from one year 
to another by the alternatives in the law. We may select, 
if we choose, consignments, approvals or deposits that do not 
clash with the decisions. It is also easy for us to select the 
character of cost in this year which will give us a deduction 
this year and to defer costs to some other period when we want 
the deduction in some other year. It may also be easy for us 
in this year to take all sorts of hedges that will permit the 
costs to come in this period even though the advantages may 
come in some other year. 


Buyinc A BusINngEss 


You may be about to buy a business or a business asset. 
Certainly you will want to plan your transaction to avoid 
paying a tax on return of your purchase price. 

Assume you agree to buy corporate stock for $1,000 when 
the corporation assets cost is $100, but are now worth 
$1,000. This price of the stock reflects the higher market 
values (over costs to the selling corporation) of, say its real 
estate, etc. But when this real estate is sold, both the cor- 
poration and you (when dividends are distributed) will pay 
a tax on a book profit. 

You will be foolish, because you have no real profit. You 
are merely getting a return on your capital invested. You 
must, therefore, make your deal so that your buying plan 
does not include that penalty. You have got to seek a pur- 
chase of assets, or to get an adjustment for the penalty you 
are assuming. 

Assume another company you want to buy will cost $100. 
This company has assets costing $50 ($40 of surplus and 
$10 of capital). The assets are now worth $100. If im- 
mediately (after you buy its stock) your new company pays 
dividends, you will have ordinary dividend income up to 
$40. You really should get no income until you have re- 
covered your $100. You ought to avoid that penalty. To 
do that you must find the way to buy assets at a $100 cost. 

These are two normal cases that require buyers’ alterna- 
tives. And yet buyers usually forget them. 

The whole business of alternatives in buying anything 
seems today to divide itself up into four principal points, 
We always have them before us when we are discussing a 
problem with a buyer, and they run this way: 
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Number one—if you are going to get money from a buyer 
don’t forget about the special relief sections in the law that 
are given to every company, carryovers, tax benefit rules; 
a great number of items that exist only with the seller. The 
buyer must not lose them. 

Second—a buyer ought to buy so that he gets the greatest 
possible tax deduction for himself. 

Third—a buyer ought to try to make sure that when he 
sells what he buys that he will get capital gain on the dis- 
posal of his assets; and I shall talk about that later on. 

Fourth—when he buys, a buyer should avoid paying a 
tax on the purchase price or on the accumulated earnings 
that exist in the seller’s company. I have given you two ex- 
amples where that is easy to occur. 

‘These four principles mean careful study of what you 
buy, whether it is an asset or capital stock. It means for 
example, you must buy, if you can, securities at a low price, 
because you get capital gain if you hold them and sell them. 
It means, of course, you must buy machinery at a higher 
price in many instances because you are going to get de- 
preciation deduction. ' 

It means in some cases you must not buy assets because 
they will be income to the buyer, and not income to the 
seller. For example, life insurance in the hands of the seller 
may, when cashed in or when the proceeds are secured, not 
produce income to the seller. But they are in many instances 
able to give the buyer taxable income. 


GetTrinc CapiTraAL GAINS 


One of the elections in the laws is whether you shall pay 
a 25% tax on your sale of assets or securities—or whether 
you will pay up to 8514% in taxes on your gains. Lots of 
the time you have the choice. Too often you slip into the 
heavy tax because of bad timing, bad advice or indifference. 
I can give you a whole bookful of instructions on self-im- 
provement. 

And in business we constantly face the desire to get a 
25% tax to the seller and an ordinary deduction to the 
buyer. Sometimes it is possible. 

lor example, payment of sums not to compete over a 
period of years are always to be taken up as ordinary in- 
come by employees, officers or stockholders of a selling cor- 
poration. ‘That is not true if a corporation sells its business. 
On the other hand, on a sale of a business by a corporation, 
the purchaser may agree to pay an officer of the vendor- 
corporation sums in consideration for his noncompeting. 
Then the officer would receive these payments as ordinary 
income. If the capital gain type of transaction can be ar- 
ranged, the vendor gets capital gain, and the purchaser gets 
full deduction. 

Many other ways might give the seller a capital gain 
and the buyer an ordinary deduction on a sale of property. 
Here are some examples— 


In one case four people (not professional inventors) 
transferred patents to a company. The transfer was 
under an agreement by which the company was to pay 
them 80% of the gross income from licenses upon the 
patents. This secured a capital gain of some $40,000 to 
the vendors. The court held this sum to be a deductible 
royalty by the buyer. The theory was: the patents 


were amortizable purchases; the business was entitled to 
recover its cost of the patents over their life; the actual 
cost (the aggregate of the 80% payments) was not de- 
terminable and could not be secured until payments 
ceased; a reasonable allowance for depreciation of the 
patents would therefore be the actual annual cost paid 
for them. 


In an earlier case a stockholder assigned his patents 
to a company for 5% of net profits for the entire life of 
the patents. The practical difficulty of measuring annual 
amortization with an agreement in which there was no 
payment except when there was profits, warranted a de- 
duction in each year of the 5% of the profits. 


CHANGING EusINEss Forms 


Tax planning may involve changing the form of a busi- 
ness. We may do that because of more favorable rates or 
exemptions given one form—and not another. But there 
are many other reasons that govern our decisions. For ex- 
ample, here are some that controlled recent switches from a 
partnership to a corporation— 


In one case we got a division of a partnership into a 
great many companies that gave us: lower rates (since 
the corporation tax is easier on smaller incomes) ; an ex- 
emption from surtax on one company—since it did busi- 
ness in South America; varying fiscal years for different 
members of the group—so as to conform with their na- 
tural years—much lower taxes all around. 

In another we got a new fiscal year without consent of 
the Treasury. Also we selected the new year at a time 
when we got much less than 12 months partnership in- 
come into the partner’s last year. “That deferred a lot 
of tax to another year. 

In another we got a short corporate year. 
deferred a lot of tax to later years. 

In another we wanted a step-up in values to present 
market values. Our partners could afford a capital gain. 
This gave us a new large basis for the same assets in the 
hands of the new corporation. 

In a great many we have simply sought a method of 
dividing income without treasury criticism. Making 
members of a family stockholders is entirely approved— 
creating partners out of your relatives is not in rhythm. 

In another we simply wanted to postpone payment of 
tax for a year. The individual must pay-as-he-goes. The 
corporation pays in the next year. 

In another we wanted to get partners into a profit shar- 
ing and pension plan. We had to have them as corporate 
officers to permit that. 


That also 


These are but a few examples.. There are many more. 
We are constantly studying the tax planning that warrants 
changing from 

Partnership to corporations and the reverse 

Dividing corporations into many parts or assemblying 
them in one unit 

Liquidating some, merging others, abandoning still 
others. 


This is only a small fraction of the studies to find the 
right form for a business. Other methods of tax planning 
are often even far more lucrative. Let me list a couple of 
ideas— 

Often our basis organization contemplates leasing our 
assets instead of direct ownership. We do that if we can 
get a rental payable only. 

Out of sales increases—therefore only when we have 
profits. 

Or out of profits, if we can induce the owner of the 
facilities to play ball with us. 


Lots of times we go into joint ventures with other busi- 
nesses. That avoids the corporate tax to the joint ven- 
ture. We get the direct division of income and losses as 
they occur. 

Individuals in business can get an enormous amount of 
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tax control through these joint ventures. Here are two 
examples— 


A and B formed a syndicate to buy stock. Profits 
and losses were to be shared equally. These losses are 
deductible when they occur even if one of the parties 
takes 10 years to pay the other for his share. 

A and B want to do the same thing, but A wants to 
be sure to control the year of his loss if one is sustained. 
B purchases the securities. A tells B that he will share 
gains and losses equally. A then gets a loss when he 
pays B his share. In this case the loss to B occurred 
in 1929. In 1930 A gave B his note for his share of 
the loss. He paid the note in 1941. That, held the 
court, was the year of his loss. (A was not deemed 
a joint adventurer. He was merely under an obliga- 
tion to reimburse B for losses). 


The much condemned cooperative might be used a lot 
in business. Profits earned in a joint venture may be split 
on the basis of sales without a tax first being paid by the 
cooperative. 

Rebates upon purchases from the central source deal- 
ing for the group is readily arranged. 

The cooperative has many other advantages. It also 
avoids many difficulties encountered when there is a 
parent-subsidiary arrangement. Or when another related 
company organization is created. They run the danger 
that— 

Deductions will not be permitted to the parent com- 
panies for contributions to the central agency. 

Income of the subsidiary or common agent may be taxed 
to it. This is so even if it is fully paid out to the stock- 
holding companies. 


CoMPENSATION 


One of the most essential fields for tax planning is in com- 
pensation. Business and its tax planners have an enormous 
obligation to help curb this managerial revolution 1 spoke 
of earlier. That means a constant search for approved 


plans to— 
1. Defer compensation to later years when the tax might 
not be so high. 


2. Possibly eliminate the tax altogether by avoiding di- 
rect payment. 

3. Defer the tax to a period when the employee might 
possibly get a capital gain for his services. 


We avoid the taxing of compensation entirely by a great 
many plans that are part of a good management. For ex- 
ample— 

Group health and life insurance. 
Paying for education, hospital, community facilities. 


Paying the sums direct to labor unions for disburse- 
ments entirely under their control—for example, pay- 
ments patterned on the Coal fund. If the union has com- 
plete discretion on the disbursement, the employees are not 
taxed. 

Paying widows or beneficiaries, directly. 
may be entirely without tax to the widow. 


Often that 


We defer tax on income to other more hopeful years by 
such steps as— 
Plans for pensions and profit sharing. 
Contracts to pay that restrict disbursement until con- 
tingencies stipulated are cleared. 
Contracts paying small amount now—higher later. 
We get the employee a capital gain instead of ordinary 
income by doing this— 










Selling him stock at the market price—permitting him 
to sell it in the open market when his efforts produce a 
higher value. 

Selling him special stock at a nominal value—For ex- 
ample, you may elect to sell stock that has little present 
value but a large potential value. 

Employees would have no tax to pay when the poten- 
tial was realized if they actually bought this stock at its 
fair market value when it was issued. Nor would they 
have tax if they did not fully pay for the stock until it 
reached its higher value. They would owe a capital gains 
tax only on the sale of the stock. 

Employees cannot avoid a tax on real compensation by 
purchasing an employer’s stock at a bargain. There is a 
way to avoid tax to the employee—but you do not get a 
tax reduction. Get a stockholder of a company, rather 
than the company, to sell the employees the stock. The 
employees probably would owe no tax on purchase even 
though the sale was the act of a stockholder grateful for 
what the employees had done, or proposed to do for his 
company. 


One last word on compensation and tax planning. We 
recently have had a lot of controversy about payment of 
“net compensation after taxes.” These plans provide an 
enormous cash saving to the employers in the first years. If 
you owe a man $50,000 per year, you really can settle your 
first year’s debt by paying $25,889. That is all he has left 
out of his $50,000 anyway. When he got your payment, 
he’d have to put up $6,701 in taxes which you’d owe. In 
the next year you would have to pay him a net of $32,590. 
This is his current year’s $25,889 plus the $6,701 previously 
advanced by him. The plan continues in this manner—and 
the figures so work out—that you never pay over $50,000 
per year. As the plan progresses it gives a constantly rising 
accumulated cash savings at a declining rate. The total sav- 
ings at the end of the four years would be $38,654. 


The fallacy in the plan is this: No consideration is given 
to the fact that eventually these advances made by the em- 
ployee to pay his own taxes must be reimbursed to him. 


But, there are two conditions under which some savings 
might be effected. The first is where a definite retirement 
date has been set for an employee who has no outside in- 
come—say four years hence. 


The second would be the anticipation of possibly reduced 
tax rates in the future. If the maximum surtax rate were 
to be 50% five years hence, then even if the employee con- 
tinued at his regular salary, it would only be necessary to 
pay him two times the $13,285 which he had advanced. It 
is, therefore, obvious that the company would save about 
$12,000 by this plan over the five-year period. 

To summarize—the plan offers a great deal in deferring 
liability and conserving cash. But it wants to be taken in- 
ternally only as directed with caution under an expert’s care. 


FORMULA For EFFEcTIve TAx PLANNING 


I’ve scratched the surface of tax thinking. I’ve told you 
just a bit of these alternatives—these elections that save 
money for the initiated. 

These are all part of a daily business existence. If you 
really are in business for keeps, and if it is not all in a 
spirit of wholesome fun, then you and your technicians will 
want to talk this stuff. 


How should you start if you have not been doing it? One 
way is for you to recognize that the most important tax 
studies upon which the technician can aid you today are 
somewhere in the following list. 
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BusINEss ALTERNATIVES 


The right form for your business activity and how 
to convert to that form. Should you operate ven- 
tures or cooperatives, or operate personally-owned 
companies or asset companies, and how do you make 
the change from what you have over to that? 


The right way to buy and sell business property so 
as to get the greatest gain. How, for example, do 
we get the greatest deduction to the buyer and a 
capital gain taxed at 25% to the seller? 


The way to operate your real estate or your leased 
premises in the light of the host of special rules. How, 
for example, can the landlord get large rentals at no 
tax when the tenant makes improvements in his prop- 
erty. How do you get the greatest deduction for the 
landlord and the tenant in the large income years? 
What is the best way to sell real estate? How do 
you take advantage of deferred rent, advanced rent, 
foreclosures, and all these other things? The alter- 
natives in the tax law permit great gain if you know 
them. 


The method of financing your business that gives 
you the greatest gain-taxwise. For example, how can 
you get an interest deduction and yet give your se- 
curity holder a capital gain when you really pay his 
interest—quite like the method the government uses 
in its E bond dealings. How also in your financing 
operation can you pay interest this year for obliga- 
tions maturing in later years by cleaning up your 
obligations now? How can you recapitalize now so 
as to get greater interest deductions, recognizing our 
difficulties with decisions? How can you acquire 
obligations in financing or refinancing, so as to get 
the smallest tax? How can you avoid difficulties 
with redemptions and cancellations, and get capital 
gain when you do redeem in this financing? 


The absurd artificial accounting rules that always 
apply to you—how to use them to your best advan- 
tage. For example, you can easily avoid paying a tax 
on: many debts cancelled by creditors or stockhold- 
ers; many adjustments with your vendors; recover- 
ies of items deducted in loss years; many forms of 
income under foreign exchange; many forms of divi- 
dends; many items under involuntary conversions or 
exchanges, etc., etc. How do you avoid tax on re- 
stricted and disputed and uncertain item? And how 
do you handle prepaid income? How do you handle 
prepaid taxes that are contingent upon the payment 
of bills? For example, if your salesman is to get his 
money only when your customer pays his bill, you 
have no deduction for that salesman in the year of 
the accrual, the year you have to make the customer’s 
billing. Under the rule, if your contract says to that 
salesman, “I will pay you only when you are paid 
by my customer,” you get your deduction only when 
the customer pays. The alternative obviously per- 
mits you to change your method with your salesmen. 


The alternatives’ for doing business abroad. For ex- 
ample, your new company doing business almost ex- 
clusively in Canada or Mexico can avoid the cor- 
porate surtax. There are a lot of alternatives in the 
statute, sections permitting us to set up an organization 
abroad. You want to study that when you consider 
that company you are setting up. When you do also 
study whether you avoid the Section 102 tax for 
the new company. And can you liquidate the new 


company without tax? Do you pay tax only on the 
foreign business? The law sets out at great length 
how you may treat with foreign organizations. 

7. The opportunities like dividends in kind for avoiding 
your corporation any tax cost on distributions to 
stockholders. 

8. Getting the greatest deduction for compensation to 
employees with the smallest possible cost to them. 
This might come from options, stock sales, deferred 
payments, pension and profit-sharing trusts, and a 
hundred other alternatives. 


9. Using the net operating loss and the many other 
averaging rules like the tax benefit rule, the capital 
loss carryover, etc., to your greatest advantage. That 
was business planning of income, expenses, acquisi- 
tions, new ventures, sales this year as against an- 
other year, quick settlement of cost now, inventory 
clearances, etc. ‘Too few people realize that losses 
as far as 1948 might give us back excess profit taxes 
paid in 1944. That has a tremendous effect on what 
elections we make in 1947 and 1948. 

10. Building personal estates out of a business that might 
not be taxed out of existence if you think inflation is 
coming. That usually suggests giving away any in- 
crement that might be due to inflation at no gift cost 
today. 

CoNCLUSION 


The sane way for me to close this discussion is to read 


you the last paragraphs out of an article in the current issue 
in Fortune. 


“To say that (tax) avoidance is immoral is sanctimoni- 
ous nonsense. There are certain kinds of avoidance which 
the government intends that all taxpayers should practice. 
It expects a man to invest in tax-exempt bonds. It does 
not expect him to lie about the amount of compensation 
he receives during the year. Somewhere in between these 
two extremes there exists a type of avoidance that goes 
beyond the intent of the law. The taxpayer is morally 
and legally justified in utilizing any avoidance device that, 
in his opinion, does not go beyond this point. He is free 
to interpret the intent of the law as liberally as he wishes; 
the Bureau of Internal Revenue will tell him if he has 
gone too far. 

If, by properly ordering his econoniic activities, the tax- 
payer (individual or corporate) can reduce his tax lia- 
bility he has accomplished a valid business purpose. He 
has minimized a cost that affects his profit position as 
much as or more than any production cost. He may sell 
depreciated machinery instead of trading it in on replace- 
ment machinery if by so doing he will reduce his tax lia- 
bility ; he may make a charitable contribution in stock that 
has appreciated in value rather than in cash, and thereby 
reduce the tax cost of his gift. The objective of all such 
tax planning is to minimize the part of the taxpayer’s 
property or profits that he must turn over to the tax col- 
lector, and it is one of the most important considerations 
in making money today. 

Avoidance, unlike evasion, is not a crime but a right, 
the exercise of which is sometimes abused. But the tax- 
payer who through neglect or ignorance fails to minimize 
tax liability to the full extent permissible by law is in 
effect paying more than his fair share of the price of 
“civilized society.” 


I trust that I have at least conveyed to you that there 


are some alternatives left in our tax law. 


Thank you. 
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